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PREFACE TO IHE SEVENTH EDinON 

The ever increasing demand for this work has necessitated a fresh 
edition. No changes have been made i'n the arrangement and the subject- 
matter of the text as appearing in the last edition. 

STANDARD ACCOUNTANGY -PUBLICATIONS 
Bovibay, 21st July 1971. PRIVATE LTD. 

PREFACE TO THE FIRST EDITION 

As a Professor of Accounting for a period extending over twenty-seven 
years, I have had innumerable opportunities of coming in close contact with 
several thousands of students, and have always been impressed with the 
fact that the failure on the part of a largo majority of students arises not 
from want of any knowledge of the subject, but from inability to give 
expression to such knowledge in appropriate language. Besides, the 
method of acquiring and imparting knowledge in form of questions and 
answers has stood the test of time, and experience has shown that a 
technical subject like Accounting, if presented in this shape, is capable 
of being more readily grasped than in the form of an ordinaiy text-book. 

The present work is, therefore, designed in its entirety in questions and 
answers with a two-fold purpose in view, firstly, to enable any student or 
businessman to acquire a thorough practical insight into the science of 
.■'Vccounting in all its varied phases, and, secondly, to serve as an aid to 
expression. 

The questions are arranged and graded in their natural line of order 
and the answers give definite and plain guidance on every conceivable 
point likely to occasion doubt or trouble to students. The work covers 
the entire range of the subject in its general and special aspects, and is 
thoroughly upto date. The practical application of the science of Account- 
ing to many of the problems with which students are confronted has been 
most exhaustively dealt with. Where the nature of the question has neces- 
sitated, no pains have been spared to answer at great length in order that 
the point dealt with may be discussed in all its phases. 



VI PREFACE 

The work, apart from training the reader into a proper understanding 
of the theory and practice of this exact science, will serve as an invaluable 
link between my “First Steps in Double-Entry Book-keeping'’ and 
‘Advanced Accounts ’ 

I must express my indebtedness and thanks to Mr H P Dalai, A S A A 
(Hons ), G D A , A I S A , for the valued assistance he has rendered me in 
the compilation of a portion of the work and to Mr K S Kshirsagar, 
G D A for having helped me with the proofs 

Bombay, 4th May 1933 JAMSHED R BATLIBOI 
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QUESTIONS & ANSWERS IN 
BOOK-KEEPING & ACCOUNUNG 


CHAPTER I 

PRIiXaPLES OF DOUBLE-ENTRY 

Q. 1. Define Book-keeping. 

A. Book-keeping may be defined as the science of recording pecuniary 
transactions (i.e transactions relating to money or money’s worth), under 
appropriate accormts. 

Q. 2. What are the objects to he aimed at in recording business 
transactions? 

A. The objects to be aimed at in recording transactions are as under: 

(a) The record should be clear, complete, accurate and in sufficient 
detail, so as to enable the proprietor of the business to ascertain the facts 
relating to any transaction or a series of transactions at any future time, 
without the least trouble and delay. 

(b) The transactions should be so classified and arranged that the 
resultant profit or loss arising therefrom may be readily ascertained whenever 
required, and the true financial position of the business can be perceived at 
any time with the greatest ease and certainty. 

Q. 3. Explain the fundamental principles of Double-Entry. 

A. A business transaction ahraj's requires two parties for its perform- 
ance. and means either the receipt of a benefit in shape of cash, goods or 
ser\ice or the imparting of such benefit. In order, therefore, to clearly indi- 
cate whether any particular transaction has resulted in the receipt of a benefit 
or the giving of a benefit, it has been found necessarv* to divide each account 
into two sections. One section (the left-hand side) of each account is thus 
utilised for the recording of transactions in respect of which benefit has been 
received by that account, and the other section (the right-hand side) for 
recording transactions in respect of which benefit has been imparted by that 
account. In this way, the total benefit received and imparted by eacli account 
may be readily perceived by looking at both the sides of that account, and the 
ultmiate position of that account as to whether the benefits it has received are 
in excess of the benefits it has parted with or vice versa, may be casCy ascer- 
tained by adding up each side and striking a balance. 
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Further, every business transaction has a two-fold effect and that it 
affects two accounts in opposite directions, and if a complete record were to 
be made of each such transaction, it would be necessary to debit one account 
and credit another account Thus, the record of every individual transaction 
at once creates a debit and a credit It is this recording of the two-fold effect 
of every transaction that has given nse to the term ‘Double-Entry” In order 
to decide which account is to be debited and which credited for the purpose 
of recording an> particular transaction the first important pomt is to see 
which classes of accounts are affected by that transaction 

Q 4 What are Personal Accounts, and how are transactions 
recorded xn such accounts'^ 

A. Personal Accounts record a trader’s dealings with persons or firms 
A separate account is opened for each such person or firm and by recording 
the^'em particulars of all transactions in cash, goods, etc , as may have taken 
place betv/een the dealer and the person, the former can readily ascertain at 
any time the amount owing to or by that person to him. 

On the debit side of each Personal Account are recorded the transactions 
in r&spect of which the person becomes the debtor, and on the credit, those 
in respect of v hich he becomes the creditor In other words the account of 
each person or firm is debited with any benefit such person or firm receives 
and IS credited with any benefit such firm or person imparts 

A Debit Balance on a Personal Account w ould indicate that the perxon 
m question has received more benefit than he has imparted to the trader and 
that he owes the trader the amount of the balance 

A Credit Balance on a Personal Account would serve to indicate the 
reverse position, viz- that the jjerson has imparted more benefit than he has 
receiv ed from the trader, and, as a result, the latter owes him the amount of 
the balance 

Q 5. "What are Property or Real Accounts, and how are they 
recorded'^ 

A Property or Real Accounts record dealings m or with property, 
assets or possessions A separate account is kept for each class of property, 
such as cash stock, plant, machmery, furniture, etc, so that by recording 
therem particulars of each such asset received or given away, the trader can 
ascertain the value of each asset on hand on any particular date / 

\Vhen any asset is received, the amount is entered on the debit side 
(left hand side) of that asset account, and on the asset being given away, that 
asset account is credited. 

A Debit Balance on an asset or Real Account on any date would mean 
the value of the particular asset in hand on that date 
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Note: — In practice, there cannot be a credit balance on a Real Account, 
except v.-hen the asset in question has been finally disposed off at a profit. 

Q. 6. Explain the purpose served hy Nominal or Fictitious 
Accounts. 

A. Nominal or Fictitious Accounts record a trader’s expenses or gains. 
A separate account is opened for each head of expenditure or income, such 
as rent, salaries, wages, printing, stationery, cartage, interest, discount, com- 
mission, etc., so that the trader can see the amount expended, lost or gained 
under each heading. Each such account is debited when an expense or a 
loss is incurred and is credited when there is any gain. 

A Debit Balance on a Nominal Account would mean that the loss under 
that particular head has exceeded the income or gain from that head and 
would then represent a loss. 

A Credit Balance, on the other hand, would mean that the income or 
gain from a particular head has exceeded the expense or loss under that head 
and would represent a gain. 

Q. 7. What are the advantages of Double-Entry? 

A. The advantages of Double-Entry may be summed up as under: — 

1. It brings into record both the aspects of every transaction, — the 
personal as well as the impersonal. 

2. It provides most reliable information, from day to day, as to the 
amounts owing to and by the trader. 

3. It facilitates reference to the details of any account, if information is 
needed regarding any set or series of transactions. 

4. As a result of there being debits and credits of equal value, the arith- 
metical accuracy of the books can be proved by means of a Trial Balance. 

5. It affords an easy comparison of the purchases, sales and the open- 
ing and closing stocks of any one period Avith similar items of the previous 
period and thus enables the trader to see whether his business has been pro- 
gi-essing or retrograding. 

6. By thd preparation of a Trading Account, the trader can find out 
how far the anticipated gi-oss profit has been realised. 

7. By the raising of Nominal Accounts for the several heads of expen- 
ditiu-e and the various sources of income, a Profit and Loss Account can bo 
prepared at the end of each trading period, so that the trader may see for 
himself whether his business during any given jxjriod has resulted in a not 
gain or loss aTid how such gain or loss has arisen. 

S. A comparison of the amounts expended under various heads with 
similar items of the preceding period helps to trace the causes of fluctuations 
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in net trading results, as also serves to indicate m what direction there has 
been extravagance, if any 

9 It helps towards the ready ascertainment of the trader’s financial 
position by the preparation of a Balance Sheet wherein are grouped in a 
classified form all the assets, liabilities and the capital of the proprietor at 
periodical intervals 

10 It prevents fraud by rendermg any alteration in accounts more 
difficult and facilitates discovery of irregularities, if any exist 

Q 8 Give the rules for debiting and crediting as applicable to 
the different classes of Accounts 

A The rules for debiting and crediting the different classes of 
Accounts may be briefly summarised thus — 

Personal Accounts — Debit the receiver and credit the giver 

Asset or Real Accounts —Debit what comes m, and credit what goes out 

Nominal or Fictitious Accounts. — ^Debit expenses or losses, and credit 

gams 

It should be borne in mind that these rules never vary and will have to 
be rigidly followed under all conceivable conditions irrespective of the nature 
of the business 

Q 9 Explain bp means of illustrative transactions the fact 
that “every business transocfton has a tioo-fold effect, and that such 
double effect is reflected by one account being debited and another 
account being credited” 

A The following illustration will emphasise the two-fold effect of each 
busmess dealing, and the fact that every business transaction affects two 
accounts m opposite directions It will also help the student to understand 
the principles underlying the debiting and crediting of accounts — 

1 Bought Goods worth Rs 500 for Cash from X 

This is a cash purchase, and the accounts concerned are both Asset 
Accounts — ^the Goods Account and the Cash Account As Goods have come 
in, Goods Account will have to be debited and aa Cash has gone out. Cash 
Account will have to be credited There is no need to open X’s Account 
inasmuch as X has been paid cash at the time of purchase and is not there- 
fore, our creditor 

2 Sold Goods to Y for Cash Rs 400 

In this case it is a cash sale and as Y has paid us cash, the accounts 
affected are the Goods Account and the Cash Account, both Asset Accounts 
A complete record of the transaction would therefore be made by debiting 
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the Cash Account (as cash has come in) and crediting the Goods Account 
(as goods have gone out). 

3. Bought Goods from B on Credit for Rs. 600 

This is a credit purchase, and the two accounts affected are the Goods 
Account (Asset Account) and B’s Account (Personal Account). As goods 
have come in, Goods Account will have to be debited and since B has become 
our creditor, his account will have to be credited. Thus, the two-fold effect 
of this transaction is brought into record. 

4. Sold Goods on Credit to A for Rs. 700 

This transaction affects A’s Account and the Goods Account. Now. as 
A is indebted to us as a result of this sale, his account must be debited and 
as goods have gone out. Goods Account will have to be credited. A complete 
record of this transaction is thus made by debiting A’s Account and crediting 
Goods Account. 

5. Bought Office Furniture from B on Credit for Rs. 1.000 

This is not a piurchase of goods and the account affected, therefore, is not 
Pui'chase Account, but Furniture Account. As this is a credit purchase. B 
becomes our creditor and his accormt wdU have to be credited, and as furni- 
ture has come in. Office Furniture Account will have to be debited. 

6. Bought Office Furniture from B for Cash Rs. 1.000 

This is a cash purchase of Office Furniture. Evidently, therefore, the 
accounts affected are Office Furniture Account and Cash Account. To record 
this transaction. Office Furniture Account will be debited and Cash Account 
credited. The account of B need not be credited at all in this case, as since 
he has been paid for in cash at the time of purchase he does not become our 
creditor. 

7. Sold old Office Fumitiure to C for Cash Rs. 100 

The two accounts concerned here are the Office Furniture Account and 
the Cash Account — ^both Asset Accounts. As cash has come in. Cash Account 
will be debited and as Office Furniture has gone out. Office Furniture Account 
will have to be credited. C’s Account need not be debited inasmuch as he 
has paid for this purchase in cash. 

8. Received from .A Rs. 400 on ^account 

The two accounts affected here are the Cosh Account and A's Account. 
As cash has come in. Cash Account will be debited and as A has imparted the 
benefit by paying the amount, his account will be credited. 

9. Paid X Ks. 300 on account 

The two accounts concerned here are X's Account and Cash Account. 
As we have imparted benefit to X by pajanent. X’s account will be debited 
and as cash has been parted with. Cash Account will be credited. 
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10 paid Rs 500 into Bank from Office Cash 

The two accounts affected in this case! are the Bank Account and the 
Cash Account As the Bank has received the benefit Bank Account will be 
debited and as cash has gone out Cash Account will be credited 

11 Paid Office Rent to Landlord Rs 150 

The two accounts affected in this case are Rent Account and Cash 
Account The two-fold effect of this transaction is that an expense under the 
heading of Office Rent has been incurred and cash has been naid out to meet 
that liability Therefore Office Rent Account will be debited and Cash 
Account credited 

Note — It is important to bear in mind m this case that although the 
landlord received benefit from us m shape of cash paid to him this benefit 
does not devolve upon him any habihty to return us a correspondmg sum m 
cash or kind and therefore his personal account should not be debited The 
amount paid was for office rent Therefore Office Rent Account should be 
debited and not Landlords The pomt to be understood is that when a 
payment is made on account of any service rendered the debit should be 
gi\en to that oarticular service account and not the personal account of the 
payee Thus if salaries are paid to the staff Office Salaries Account would 
be debited and not the personal accounts of the staff members Similarly if 
an amount is paid for advertisement or for commission or by way of printmg 
charges the account to be debited would be Advertisement Account or 
Comrmssion Account or Printing and Stationery Account and not the account 
of the payee 

It is only when an amount is paid by us and the recipient has to return 
a similar benefit in cash or kind on a future occasion that he becomes 
indebted to us and his Personal Account will have to be debited In the 
same manner if we receive benefit from any person m shape of cash or kind 
and if that benefit has to be relumed by us on a subsequent occasion the 
Personal Account of the party imparting the benefit will have to be credited in 
order to indicate the fact that such party is our creditor On our returning a 
Similar benefit m future the Personal Account of the party concerned will be 
debited and closed to signify the fact that w e have settled our account wth him 

12 Paid Cash for Office Stationery Rs 15 

The two accounts concerned in this case are the Cash Account and Office 
Stationery Account As stationery has come in Office Stationery Account 
will be debited and as cash has gone out Cash Account will be credited 

13 Purchased Office Stationery on Credit from Vasi & Co Rs 50 

This again is a purchase of office stationery and not of goods There- 
fore the accoimt to be debited will be the Office Stationery Account As 
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this has been a credit purchase, the corresponding credit otU have to be 
given to the Personal Account of Vasi & Co. 

14. Received Interest on Investments Rs. 200 

The accounts affected here are Cash and Interest. As cash has come in, 
Cash Account mil be debited and as interest represents a source of income. 
Interest Account mil be credited. 

15. Paid Salary to Office Staff Rs. 150 

As a result of this transaction, t^e accounts affected are Salaries 
Account and Cash Account. As salaries represent 8in expense, Salaries 
Account will be debited and as cash has gone out. Cash Account wall be 
credited. It would of course be wrong to debit the personal accounts of the 
staff members who receive such salarj’, as no indebtedness has arisen on their 
part to refund this benefit on a future occasion. The pajanent made is for 
se^^■ice rendered and, therefore, the account to be debited should be the 
account representing the nature of the service, viz. Salaries Account. 

Q. 10. What do you xinderstand by Books of Original Entry? 

A. Business transactions are not entered straight awaj' in their respec- 
tive accounts, but are at first passed through some Subsidiarj’ Records and 
are then transferred to their appropriate accounts in a book called the 
Ledger. Formerly, Journal was the only Book of Original Entrj' in which all 
the transactions were first entered irrespective of their nature and in the 
order- in which they occurred. But this natui-ally entailed a separate debit 
being given to the receiving account and a credit to the giving account (as 
explained in the preceding question), in order to bring into record the two- 
fold aspect of everv- individual business transaction. Experience soon showed, 
however, that if transactions of a similar nature were entered together in a 
separate Journal, a considerable saving of clerical labour would be brought 
about by obviating this necessity of individual debit and credit being given 
to two separate accounts for the complete record of every business dealing. 
Thus, the various Books of Original Entry soon found their place in account- 
ing. Books of Original Entry are, therefore, records in which transactions 
are entered up in the first instance, in order that they may be subsequently 
transferred to their respective accounts in the Ledger. 

Q. 11. Why are Books of Original Entry called Subsidiary 
Jou mals? 

A. Books of Original Entrv- are called Subsidiary Journals, because 
whereas formerly all the transactions were passed tlirough the one book 
called the Journal, modem book-keeping has sub-divided this into separate 
Journals, eadv for recording transactions of one particular tv-pe or nature, 
in order to obviate unnecessary clerical labour. 
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Q 12 Give a list of Subsidiary Journals used in modern Book- 
keeping 

A The following are the Subsidiary Journals or Records used m 
modem accounting — 

1 The Purchase Book to record all Credit Purchases 

2 The Sales Book to record all Credit Sales 

3 The Returns Inwards Book to record all goods returned to us by 
our customers 

4 The Returns Outv.ards Book to record all goods returned by us to 
our customers 

5 The Cash Book to record all cash received and paid. 

6 The Bills Receivable Book to record all Bills received duly accepted 
by our debtors 

7 The Bills Payable Book to record all bills granted by us to our 
creditors 

8 The Journal The original Journal still forms one of the subsidiary 
records but its use is restricted to the recording of transactions of an extra- 
ordinary nature which do not fall within any of the above sub-divisions 

Q 13 What advantages are secured by the use of Subsidiary 
Journals'^ 

A The advantages accruing finm the use of Subsidiary Journals are 

1 By recording transactions of any one class, sudi as Credit Purchases, 
Credit Sales, Cash Transactions, Bill Transactions or Returns tfirough 
separate subsidiary Journals, a considerable saving of clerical labour m 
postings is effected Thus, if every credit purchase were entered in the 
Journal (as it used to be formerly), the posting of each such entry would have 
been to the debit of Purchases Account and to the credit of the Personal 
Account of the supplier concerned Now, by adopting the Purchases Journal 
for the record of all credit purchases, almost half the labour m postmgs is 
sa\ ed and this is due to the fact that whereas each Personal Accoimt of the 
supplier would still have to be mdividually credited, the corresponding debit 
to the Purchases Account need only be given in shape of periodical total of 
this book. Similarly, by entering all Credit Sales in a separate subsidiary 
Journal called the Sales Journal or the Sales Book the individual credit to 
the Sales Account would be avoided, inamiuch as whereas the Personal 
Account of each customer concerned would be individually debited with its 
respective sale amoimt fr'bm the Sales Book, the corresponding credit would 
be given to the Sales Account not with each individual amount, but with 
the periodical total of the Sales Book 



rRlN'CII’LES OF 'DOUBIX.-EN'TRY 


9 


2. By the use of separate Journals for record of transactions of each 
particular type, the clerical work involved can be divided amongst the several 
members of the office staff and a speedy record of day-to-day transactions 
is thus rendered practicable in a large business. 

3. By grouping together transactions of a similar nature in a separate 
book, the future reference to any particular item is considerably facilitated. 

Q. 14. Explain fully the use of the Purchases Journal. 

A. This book is utilised for recording all credit purchases of goods from 
day to day. It is alternatively called the Bought Book, the Purchases Book, 
the Invoice Book or the Purchase Day Book. Tlie form of this Book must 
necessarily vaiy with the requirements of the business, but the underlying 
principles will remain the same irrespective of the nature of the business. 

"WTien goods are bought on credit, a statement giving tlie particulars 
of goods purchased is received from the supphers along with the goods or 
in advance. This statement is called an Invoice. On receipt of each such 
Invoice, the quantities of goods as shown therein will be compared uath the 
quantities actually received. It would also be seen as to whether the rates 
charged are proper and that all calculations are correct. On the Invoice 
having been checked in this manner, it would be given a running number 
and the contents wU then be entered in the Purchases Book. Each Invoice 
would then be properly filed in consecutive order. 

The date of the purchase, the name and address of the suppliers, the 
number of the Invoice and the total net amount of the Purchase need only 
be entered in the Purchases Books. It is deemed useless to enter up full 
details of each Invoice in this book, as it would entail unnecessary work. 
As each Invoice bears a rimning number and as tliis number is indicated 
against its corresponding entry in the Purchases Book, any further parti- 
culars regarding any entry can be promptly obtained by a reference to the 
Invoice concerned. 

Posting the Purchases Book: — 

Each entry is then posted (i.e., ti-ansferred in the Ledger) individually 
to the credit of the supplier’s account concerned and the corresponding debit 
is given to the Purchases Account with the periodical total of this. Book. 

Q. 15. Give the form of an Invoice. 

A. FORM OF INVOICE 

Tclegi-am— “HOSIERS”. 97, Bazar Street, Fort, 

Telephone No. 28252. Bomba.v, 25th February 1967. 

Code — A. B. C. 5th Edition. 

Messrs, J. Jariwala & Co., Karachi, 

Bought of Popular Hosier}.' Manufacturing Co., Ltd,, 

Bombay, 
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Terms IV/o one month 


Particulars 

Rate 

^per 

Amount 


1 

Rs 

Rs 

5 Cases Woollens No 1234 

50 doiens ' 

15 


10 Ties extra quality 

10 , 

22 


4 Assorted Mercerised Socks Kos 8 9 and 10 

20 

6 


8 Silk Handkerchiefs 24 X 24" 

40 

25 

1 ooo 




2 090 

Less Trade Discount 20% 



418 




1 672 

Packing Charges 



70 


Rs 


1,742 






Per Western Rly carnage paid E & O E 

Signature 


Q IG Explain how a Sales Journal ts written up 
A The Sales Journal which is \anousIy known as the Sales Book, 
the Sales Day Book or the Sold Book, is used for recording Credit Sales 
effected from day to day Ordinarily, the form of this hook \vill follow the 
same lines as the Purchases Journal But before deciding upon the rulings 
of this Book, the soecial requirements of the business and the information 
which IS sought to be obtained from this book will have to be consulted 

As in a majority of businesses, the largest number of transactions vould 
consist of Credit Sales, an enonnous amount of labour would be entailed if 
all such transactions were passed through the Journal and then posted to the 
Ledger Accounts concerned The ordinary Journal Entry for each Credit 
Sale would be to debit the Personal Account of the customer and credit the 
Sales Account Thus, if there are a hundred transactions of Credit Sales in 
one month and if these are entered through the Journal, there would be a 
hundred debits to be given to the Personal Accounts of the customers con 
cerned and a hundred credits to be given to the Sales Account Now, by 
entering all Credit Sales in the Sales Journal, the hundred individual credits 
to Sales Account as abovesaid would be avoided and in their place only one 
credit vw!] be given to Sales Account with the periodical total of this book 
A considerable sa\mg of time and clerical labour is thus effected and the basic 
principle of modern accounting to secure maximum of information with 
minimum of labour is duly fulfilled 

The entries in the Sales Book are made from the Outward Invoice Book 
which contains an exact cony of eadi Invoice sent out to the customer Each 
such Invoice is numbered consecutively, and the reference to each Invoice 
number is given against its correspondmg entry in the Sales Book There 
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would, therefore, be no necessity to give the details of each sale in this book. 
Each entry would indicate the date of the sale, the name of the customer, the 
number and the total amount of the Outward Invoice. 

Posting the Sales Book: — 

A separate Account will have to be opened in the Ledger for each 
eustomer to whom the goods have been sold on credit and will be debited 
wdth its relative amount of the sale. At the end of the month, the credit 
sales would be added and the total thus ascertained would be credited to 
Sales Account. The Double Entry of the Sales Book would thus be com- 
pleted. 

Q. 17. WJiat advantages accrue from the use of two Sales Books/ 
one for each alternate day? 

A. In a fairly extensive business, the number of sale transactions 
■effected from day to day would assume lai'ge proportions and in order that 
the financial records appertaining to such sales and the accounts of the 
eustomers concerned may be kept up-to-date, it would become necessary 
to have two Sales Journals, one to be used on every alternate day. In this 
manner, w^hereas the Sales Journal No. 1 may be used % the Outward 
Invoice Clerk on Mondays, Wednesdays and Fridays for the purpose of enter- 
ing up of the Credit Sales of the days in question, the Sales Journal No. 2 
may be simultaneously used by the Ledger-keeper on those days for the 
purpose of jxDsting the entries to the I'espective Ledger Accounts. Similarly, 
when the Outward Invoice Clerk is busy entering up the Sales Journal No. 
2 on Tuesdays, Thursdays and Saturdays, the Ledger-keeper would keep 
himself busy on these days vath the posting of the sales as recorded in Sales 
Journal No. 1. The division of work would thus serve to maintain an up- 
to-date record of the numerous sale transactions. 

Q. 18. What do you understand hy Purchases and Sales 
Returns? ' . 

A. It frequentl 3 '’ happens in actual business that goods ma\' have to 
be returned after deliverj' for anj' of the follovdng reasons, viz. that they 
were not according to the order; or that the\' did not come unto the sample 
or the standard of qualitj' advertised;' or that tho\' were damaged or were 
subject to some other defects. Such goods as the trader maj' have occasion 
to return to his suppliers would be knotvn as his Purchase Returns or Returns 
Outwards. On the other hand, the trader ma\- have to receive goods returned 
to him b.v his customers and these would be known bj* him as his Sales 
Returns or Returns Inwards. All such Returns of Goods have to be passed 
through the Returns Journal. 

Q. 19. What are Debit and Credit Notes? Explain these giving 
the usual forms. 



12 


QLESTIONS 


ANSWrERS IN BOOKLUPINC & ACCOUNTING 


A It IS usual for the party returning the goods to send a Debit Kote 
containing description and pnce of the goods returned, and notif 5 ang the 
person to whom it is sent that his account in the Ledger has been debited 
with the amount stated 

FORM OF DEBIT NOTE 

69, Jenkins Road, Fort, 
Lahore, 8th March 1967 

From Datta Ram & Co , 

To Messrs Nathan & Co, Bombay •' 

Please note that we have returned this day, per Central Railway the 
following goods and haNe debited your Account with the amount named 
hereunder — 
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The rulings of these two hooks are similar to those of the Purchases 
and Sales Books, and the entries are made therein in just the same manner 
as those made in the Purchases and Sales Books. 

Postings of Returns Journals: — 

From the Inwards Returns Journal, the posting would be to credit the 
Personal Account of each customer concerned and to debit Returns Inwards 
Account Nvith the periodical total of the book. 

From the Outwards Returns Journal, the postings would be to debit the 
Personal Account of each supplier concerned and to credit Returns Outwards 
Account with the periodical total of the book. 


Q. 21. 

Records. 

1967 
Jan. 3 


if 


if 


5 

6 


12 
.. 14 


15 


if 


16 


»» 


20 


21 

23 


24 

„ 25 
„ 26 

„ 27 

„ 28 

29 

„ 31 


Enter the folloiving transactions in suitable Subsidiary 


Bought of P. Wadia & Co.. Bombay. 

50 pieces Shirtings @ Rs. 6 per piece. 

40 pairs Dhoti @ Rs. 6 per pair. 

Less 10 “vc discount. 

Returned goods to P. Wadia & Co.. Bombay, of the not value of Rs. 45. 
Purchased from C. Das Gupta & Co.. Calcutta. 

40 yards ^'■elvet S' Rs. 5 per yard. 

50 yards Silks @ Rs. 7.50 P. per yard. 

Less 20G discount. 

Sold to Jina Brothers, Ahmedabad. 

40 pieces Shirtings @ Rs. 7 per piece. 

30 yards Velvet @ Rs. 5.50 P. per yard. 

Jina Brothers, Ahmedabad, returned as goods worth Rs. 25.50 P. 

Sold to Acharj-a & Co., Madras. 

5 pieces Drill @ Rs. 11 per piece. 

Bought from Indian Manufacturing Co. Ltd., Bombay. 

10 pieces Coating @ Rs. 20 per piece. 

50 pieces Drill @ Rs. 10 per piece. 

Less loft- discount. 

Sold to F. Jehangirji. Bombay. 

20 yards Silk @ Rs. 6.10 P. a j'ard. 

Bought from S. .Joshi & Co.. Ahmedabad. 

50 yards Silk at Rs. 3.25 P. per yard net. 

Returned goods to S. Joshi & Co., Ahmedabad, Rs. 25.75 P. 

Bought of P. Wadia & Co.. Bombay. 

',40 pieces Shirtings @ Rs. 5.75 P. per piece. 

20 pairs Dhoti @ Rs. 4.75 P. per pair. 

Less lOG discount. 

Sold to C. Roy & Co., Calcutta. 

7 pieces Coating @ Rs. 21.25 P. per piece. 

C. Roy & Co., Calcutta, returned us goods of the value of Rs. 18.50 P. 
We returned goods to Indian Manufacturing Co. Ltd., Bombay, 
Rs. 32.60 P. 

Sold to Trivedi Bros.. Rajkot. 

35 pairs Dhoti @ Rs. 5.25 P. per pair. 

Purchased from S. Joshi & Co.. Ahmedabad. 

40 yards Silk @ Rs. 5 per yard net. 

Sold to K. Bajnn. Karachi. 

3 pieces Coating S Rs. 20.50 P. per piece. 

10 yards Velvet @ Rs. 5.25 P. per yard. 

40 yards Linen @ Rs. 2.25 P. per yard. 

Received' back goods of Rs. 22.25 P. from K. Bajan, Karachi. 
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INWARDS RETURNS BOOK 


i 

Credit 

! 

Date 

, Particulars 

Note 

L.F. Amount 


! 

! "No. 


1967 

Jina Brothers, Ahmcdabad 

” 

Rs. P. 

Jan. 12 

1 

7 25.50 

„ 25 

C. Roy & Co., Calcutta 

2 

. 25 13.50 

„ 31 

K. Bajan, Karachi 

3 

; 35 2Z25 


Monthly Total Rs. 


66.25 


L.F. 234 

Note: — ^As Returns Inwards represent benefits received by us, each 
Personal Account concerned wall be individually credited and the monthly 
total of this book will be debited to Returns Inwards Account. 


OUTV/ARDS RETURNS BOOK 


Date 1 

1 

Particulars 


Debit 

Note 

No. 

L.F. Amount 

"1967 
Jan. 5 
21 

„ 26 

. P. Wadia, Bombay 

S. Joshi & Co., Ahmcdabad 

Indian Manufacturing Co. Ltd., Bombay 

.. 

1 

2 

3 

~ R's. P. 
8 1 45.00 

47 1 25.75 

59 j 32.60 



Monthly Total Rs. 


1 ' 103.35 

L.F. 23.5 


Note: — As Returns Outwards represents benefits imparted by us, each 
Personal Account concerned "will be indivadually debited and the monthly 
total will be credited to Returns Outwards Account. 


Q. 22. Describe the use of a Cash Book. 

A. The function of a Cash Book is to record all cash receipts and pay- 
ments of a trader from day to day. Hie record is effected by entering all 
cash received on the left-hand side of the Cash Book, and all cash paid on 
the right-hand side' the difference between the two totals indicating the 
balance of cash on hand. 

The advantage of entering all Cash transactions in a separate book need 
hardly be stated. It is a matter of common knowledge that all business 
dealings ultimately resolve themselves into cash transactions, and as a result, 
records of cash dealings in any business must naturally be by far the largc,=:t. 
Now, if cverv cash transaction were recorded in the Journal, an enormous 
amount of unnecessary labour would be entailed in debiting or ci editing Ca^n 
Account every time cash is received or paid. It is by this dc-Acc of passing 
cash transactions tlirough the Cash Book, that the labour of posting cvers 
item of receipt or payment of cash individually to Cash Account in the Lcdgci 
is avoided, and the advantage tlius arising from the use of the^Cash Bool: 
is far greater than that appertaining to the sub-divisions of the Journal into 
the Purchases, Sales and Returns Books. 
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As only cash transactions are recorded in this book in the order m which 
they occur and as the record takes the shape of a Ledger Account — ^the 
receipts being entered on the debit side and the pa3rments on the credit side 
— it IS not necessary to have Cash Account m the Ledger Thus the Cash 
Book in reahty fulfils the functions of a Book of Original Entry as also a 
Ledger Account 


Q 23 Give illustration of a Cash Book in its simplest form 
A The simplest type of Cash Book has rulings similar to a Ledger 
Account there being columns on each side for the date, particulars, folio 
and amount The following is an illustration of the same 


1967 

March 1 Opening Cash Balance 
4 Paid Javeri & Co 
9 Received from G Gupta 

12 Received on account of cash sates 

13 Paid to M Mitra & Co for Office Fan 

15 Received Interest from B Bhatt on Loan granted to him 

16 Remitted to Rao Bros 

18 Received commission from Umer Sc Co 

19 Paid for advertisement to Jam e-Jamshed for February 
21 Received from M Malban 

23 Purchased stationery for cash 
2S Purchased goods for cash 
27 Drew for persona! use 

31 Paid «alaries to staff for the month of February 
31 Paid for Office Rent for February 
Dr cash BOOK IN ITS SIMPLEST FORM 



IL F Amouni] Dale 


Mar 1 To Balance b/d 


12 „ Sales Account — 

Received for Cash 
Sales 

15 n Interest Account — 
Interest received 
from B Bhatt on 
Loan 


„ Commission A/c — 
Received from 
Umer & Co 


88550 Mar 4 Bylaveri&Co — 1 

Paid on Account 
„ 13 „ Furniture Account— 

725 00 Paid to M Mitra for 

Office Fan 

„ 16 Rao Bros — 

Paid on Accountj 
125 25 19 „ Advt Account- 

Paid to J a m e 
Jamshed for Feb 
„ 23 n Stationery Account 

For OfTcc Sta 
22500 tionery 

25 „ Purchases Account — 

Cash Purchases 

„ 27 „ Drawings Account — 

52500 For personal use 

„ 31 M Salanes Account 

to Staff for Feb 

„ „ „ Office Rent Account- 

1125 00 For February 

„ „ Balance c/d 


Apr 1 1 To Balance b/d. 
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Q. 24. What do you understand hy Cash Discount, and how 
does it differ from Trade Discount? 

A. Cash Discount may be defined as an allovrance made by the receiver 
of Cash to the payer for prompt pajnnent. In view of tlie fact that Cash 
Discount is always allowed or received when the pajanent is made, it is neces- 
sary to record this fact at the same place v.'here the cash ti'ansaction. is 
recorded. In order to enable this to be done, the Cash Book is usually 
provided with two additional columns, one on each side, the debit column 
being used for recording Discount allowed on i-eceipt of Cash, and the credit 
column for recording Discount received at the time of payment. 

Trade Discount is an allowance made by wholesale dealers to retailers 
off the Catalogue or Invoice Price. Tliis allowance is made between buyers 
and sellers engaged in the same class of trade. Tlie object of Trade Discount 
being allowed by the wholesale dealer to the retailer is to enable the latter 
to sell the goods at the price mentioned in the Catalogue or Price List issued 
by the wholesale trader. The Trade Discount would enable the retailer to 
meet all the necessary business expenses and yet leave him a margin of profit 
on his selling the goods at the Catalogue Price. The amount of Trade Dis- 
count allowed varies considerably according to difiei-ent trades and even on 
different articles in the same trade. 

In the books of the wholesale dealer, Trade Discount is deducted from 
the Outward Invoice sent to the retailer and the entry in die Sales Book is 
made of the net amount, because the actual amount realisable by him is the 
Catalogue Price less the Trade Discount. Similarly, in the books of the 
retailer, the entry in tlie Purchases Book is made of the net amount. Le. the 
amount for which he is liable. Thus, Trade Discount as a rule doe.s not 
appear in the books either of the seller or of the pm'chascr. 

Cash Discotuit is an allow'ance in addition to the Trade Discount made 
by the seller to the purchaser, prowded the latter settles his account promptly 
or within a specified time, known as the ‘‘Period of Credit”. This allov/ance 
for the prompt payment of accounts may be either receivable or payable. 
It is received b3^ the trader when he paj's his accoimt promptly or witliin the 
Period of Credit, and is allowed by him to his own customers in consideration 
of the prompt settlement of amounts due to him. 

Q. 25. How are entries made in the Cash Book transferred or 
posted into the Ledger? 

A. The postings from the debit or receipts side of the Casn Book v. ould 
be to the credit of the various accounts concerned, and those from the credit 
or paj’inents side of the Casli Book would be to the debit of the respective 
accounts in the Ledger. 

inhle posting the entries from the receipts side of the Cash Book, care 
must be taken to post the actual cash received as also the Discount, ii anv, 
allowed to the credit of tlie Personal Account concerned. SimilarK, v.hile 


2 
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posting the entries from the pa 5 Tnents side of the Cash Book, if any Discount 
IS receded from the Creditor, the account of the latter should be debited 
not only wth the actual cash paid but also with the Discount received 
from him 

As the discount allowed by the trader to his customers represents a loss 
to him, the periodical total of the Discount Column on the receipts side of 
the Cash Book should be debited to the Discount Account in the Ledger 
Similarly, as the Discounts allowed to him by his creditors represent his 
gam, the periodical total of the Discount Column on the payments side of 
the Cash Book must be credited to the Discount Account 

Q 26 Under what ctrcumstances does it become necessary to 
provide the Cash Book with additional Bank Columns^ 

A Where the trader has a current account with a bank, he would 
naturally pay therein most of his cash receipts and would then make most 
of his payments by cheques drawn on such Bank Account Under such a 
circumstance, the form of Cash Book with only Discount and Cash columns 
on either side would be found to be cumbersome and unsiutable for the pur- 
pose A more elaborately ruled Cash Book would then have to be designed 
so as at once to serve the combmed purpose of a Cash Account and a Bank 
Accoimt, wthout in any way disturbmg the principles of Double-Entry 
The rulmgs would, m this case, consist of Discount, Cash and Bank columns 
on either side 

Note— As to how a considerable amount of saving in clerical labour is 
effected by the introduction of Bank columns in the Cash Book can best be 
seen by the following illustration, wherein cash and bank transactions are 
first entered in a Cash Book without Bank columns The same transactions 
are then again entered through a Cash Book with Discount, Cash and Bank 
columns, and the student would do well to make a comparative study of both 
these forms of Cash Book in order fully to appreciate the advantages of a 
Cash Book Nvith Bank columns over the one without Bank columns 

Q. 27. Enter the following transactions in a Cash Book with 
Cash & Discount Columns only and show the Bank Account as it 
would appear in the Ledger 
1967 

March 1 Balance ot Cash in hand Rs 2 000 and in Bank of India Ltd Rs 10 000 
, 2 Received cash from D Chetty Rs 2 000 and allowed him discount 

Hs 60 

3 Paid into Bank of India Rs 3 500 

„ 4 Paid to S Govind & Co , by cheque Rs 520 in full settlement of their 

account for Rs 550 

, 5 Received for Cash Sales Cash Rs 75 and cheque Rs 100 • 

, 6 Paid into Bank of India Rs 620 

8 Paid for cash purchases by cheque Rs 845 
„ 9 Paid Bill Payable No 8 by cheque Rs 1 200 

11 Paid by cheque to V Valji Rs 52o in full settlement of Rs 540 
, 12 Drew for office use Rs 500 

, 13 Paid cash for advertisements Rs 45 

, 14 Discounted Bill Receivable No 7 of Rs 2.500 with Bank of India, the 

Bank crediting Current Account with Rs 2 400 
„ 16 Paid cash for elecdric charges Rs 42 
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1967 

March 17 
„ 19 

„ 21 
„ 23 

„ 25 

„ 26 
29 
31 


Drcv/ a cheque of Rs. 200 for personal use. 

Paid Fcbruarj' Salaries to Staff by cheque Rs. 750. 

Paid by cheque for Office Safe Rs. 275. 

Received from C. Parekh & Co., Rs. 875 in full settlement of their 
account for Rs. 900. 

Paid into Bank of India Rs. 1,000. 

Paid Cash for freight Rs. 55. 

Paid rent for Februar>' by Cheque Rs. 175. 

Received a cheque of Rs. 460 from Samuel & Co., in full settlement 
of their account for Rs. 480. 


Note: — The Cash Book is given on page 20 for sake of convenience. Tlie 
Bank Account which should follow the Cash Book, is given below. 


A. 

Dr. the bank OF INDIA LTD. ACCOUNT Cr. 


Date 

Particulars 

Ik.F.j Amount 

Date 

Particulars L.F. 

Amount 

1967 


' Rs. 

1967 


Rs, 

Mar. 1 

To Balance b/d. 

' 10.000 

Mar. 4 

Bs' Cash 

520 

„ 3 

„ Cash .. 

3,500 


S 

,. do. 

845 

.. 6 

„ do. 

620 


9 

„ do. 

1.200 

„ 14 

„ do. 

2,400 


11 

„ do. 

525 

.. 25 

„ do. 

1.000 


12 

„ do. 

500 





17 

„ do. .. 

200 





19 

„ do. 

750 





21 

„ do. 

275 





29 

,. do. 

175 





31 

Balance c/d. 

12 530 



Rs. 17.520 



Rs. 

17,520 

Apr. 1 

To Balance b/d. 

'l2”530" 






Note: — ^The student must study carefully how four distinct steps have 
to be taken to record the transaction each time that a payment is made by 
cheque. Two entries have to he made in the Cash Book, viz. one on the 
receipts side to record the fact of the amount being received from the Bank 
and the other on the pajments side to record the fact that the payment has 
been made on some account. Tlien, again, both these entries will have to be 
posted, viz. one to the credit of the Bank Account and the other to the debit 
of the Account in respect of which the pa 3 'ment is made. 

Now, in a business of any magnitude, all important paj-ments will 
necessarilj' be made bi' means of cheques, and if in respect of ever 3 ' such 
paj’ment four steps have to be taken to record the same, as above explained, 
the Account-keeping would be rendered highly cumbersome. It is to avoid 
this labour that in modem Book-keeping tire Cash Book is so devised as to 
have not onlj- Cash and Discount Columns but also a Bank Column on either 
side. The use of such a Cash Book at once ob\-ia(es the necessitv' of open- 
ing a Bank Account in the Ledger and posting thereto all the tran.'^ctions 
with the Bank, inasmuch ns the Bank Columns, in this case, would serve the 
purpose of a Bank Account. 
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NOTE —All cheques received must be treated as cash and entered In the cash column If, however, such cheques are 
paid into the bank the same day that they are received, and il the Ca* Book is provided also with Bank columns, all cash 
or cheques received may be entered straight m the Bank column on the receipts side 
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22 QUESTIONS AND ANSWERS IN BOOK KEEPING U ACCOUNTING 

Q 29 Descnhe fully how a Cash Book with Cash and Bank 
Columns is written up 

A When a Cash Book possessing Bank Columns is m use, every time 
that a payment is made by cheque, the entry ;ts made direct into the Bank 
Column on the credit side of the Ca^ Book, and it will then be necessary 
only to post the amount to the debit of the account in respect of which the 
pajTnent is made There is no further entry needed on the receipts side of 
the Cash Book in this case and consequently no further posting 

Whenever an amount is paid mto the Bank, the same must be credited 
to Cash Account in the Cash Column to record the fact of cash having gone 
out The corresponding debit to Bank Account for the payment into the 
Bank would be given by entermg the amount m the Bank Column on the 
debit side of the Cash Book, as this column r^resents the debit side of the 
Bank Account As no postmg is necessary m respect of this transaction, 
the letter ‘ C is entered in the Foho Column against this entry on each 
side of the Cash Book to indicate that the contra effect of this transaction is 
recorded on the opposite side 

IVhen Cash is withdraivn from the Bank by a cheque for Office use, 
two entries would be needed to record this fact The credit to Bank Account 
IS given by entering the amount in the Credit Bank Column, and the debit to 
Cash Account is effected by an entry in the Debit Cash Column No postmg 
in the Ledger is needed for this transaction and the letter ' C” is, therefore, 
marked in the Folio Column against this entry on either side of the Cash 
Book 

Whenever it is desired to ascertain what Bank Balance there is on any 
particular date, all that is necessary to do is to take the totals of the Bank 
Columns on the debit and credit sides of the Cash Book The amount by 
which the debit total is heavier than the credit represents the balance with 
the Bankers On. the other hand, if the credit total is heavier, the excess 
would represent a liability in shape of Bank Overdraft It is thus clear that 
these Bank Columns serve the same purpose as a Bank Account in the 
Ledger and, therefore, no Bank Account need now be opened m the Ledger 
The balance of Cash in Office would be ascertained by addmg up the Cash 
columns and strikmg the balance 

Q 30 Explain the use of Cash Book with Bank & Discount 
Columns only 

A A common practice in any well organised business is to pay mtact 
all cash received into the Bank and to make all payments by cheques In a 
business of any magmtude, this method has been found to be safer and more 
expedient In such a case, it is not necessary to have Cash Columns at all 
in the Cash Book The Cash Book then need only have Bank and Discount 
Columns on either side 

On receipt of Cash the date and particulars are entered in their appro- 
priate columns and the amount is entered m the Bank column on the receipts 
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side. As each amount received is paid into the Bank, the Bank Account 
naturally gets the debit by the amount being placed in the Debit Bank 
Column. The only other thing necessary to complete the double-entry is to 
post the amounts to the credit of the accounts from which the moneys are 
received. 

^^Tien payments are made, the date and particulars are entered in their 
appropriate columns, and the amounts are entered m the Bank column on 
the payments side. Since all payments arc made by cheques, the Bank 
Account needs to be credited ivnth these amounts, and this is brought about 
by entering them in the Bank column on the credit. The double entry of 
the payments side of the Cash Book would then be completed by posting 
each amount to the debit of the account concerned, .^\s to the Discount 
Columns, these would be entered up and posted in just the same manner as 
already explained. 

The Cash Book, in this case, becomes a pure Bank Cash Book contain- 
ing only the payments into the Bank and the \wthdrawals therefrom b5’ 
means of cheques. No Bank Account would then be opened in the Ledger 
as the Bank columns will take the place of the Bank Account. 

- Q. 31. Enter the following transactions in a Cash Book with 
Bank and Discount Columns only, assumuig that all receipts are 
hanked and that all payments are made hy cheques only. 

1964 

Feb. 1 Opened Bank Account with Rs .5.000 
„ 4 Purchased goods for cash Rs 1,500 

„ 8 Sold goods to T. Tilak & Co. for cash Rs 1.200. 

„ 12 Received cheque from IV IVagle Rs 378 :n full settlement of Rs 400. 

„ 14 Paid to II. Hamid & Co , Rs 325 and vas allowed discount Rs 15 

„ 15 Received commission from K Kanga Rs 221. 

„ 16 Paid Travelling Expenses to J Jivraj Rs 35 

„ 20 Received for cash sales Rs 225. 

22 Paid to S Shivau for Office Furniture Rs 175 
„ 25 Paid Electric charges Rs 25 for January 

„ 27 Paid for Office Rent Rs 75 for month of January 

„ 28 Drew cheque for personal use Rs 200 

„ 29 Received from I. Ishwar Rs 225 and allowed him discount Rs 25 

„ „ Drew cheque for Petty Cash Rs 150 

,, „ Drew cheque for February Salaries Rs 375 

,. „ Paid to N. Nathalal Rs 450 in full satisfaction of Rs 485. 

(For AnsiccT. see page 21 ) 

Q. 32. What is a Petty Cash Book? 

A. In a business where all receipts ai'e banked and all pavments are 
made by cheques, it becomes necessary to maintain a certain amount of cash 
in office to make numerous small payments on account of expenses which 
have to be made in course of each day. Besides, as these pajments arc of 
frequent occurrence and individually of small amounts, it would see.m un- 
desirable to burden the main Cash Book with entries in respect of such small 
and sundry items. A separate book termed the Pettj" Cash Book is thus 
maintained to record potty disbursements by way of Cartage. Cooly Hue, 
Clearing, Postages, Telegrams, Stationery, General E.xpenses, etc. 
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Q. 33. What do you xinderstand by Analytical or Cohirnnar 
Petty Cash Book? 

A. The best method of recording Petty Cash pajanents is to enter them 
in a Petty Cash Book maintained in a columnar form, i.e. v.-ith a separate 
column for each usual head of expenditure and a colunm for the total. The 
adv'antage of a Columnar Pett3’’ Cash Book is that it saves an enormous 
amount of unnecessarj' labour resulting from posting each item of pett\' pav*- 
ment separately in the Ledger. 

The Petty Cash Book is written just hke the Cash Book, the amounts 
received by the Petty Casliier being entered on tlie debit side and the paj'- 
ments on the credit side. While entering the payments, the amounts are 
showm in the columns to which thej' relate as also in the total column. Everj' 
item of expenditure is shown in detail and is supported b.v a proper vouclier. 
These vouchers are numbered in a seriatim order and their corresponding 
numbers are shonm against the respective entries. The excess of the debit 
side over the credit on any date would represent the unspent balance of 
Petty Cash with the Pettj' Cashier. 

By the use of this form of Pettj' Cash Book, the postings need not be 
made individuall.v, but with the periodical total of each head of expenditure 
as shown by its corresponding column. 

Q. 34. Explain xohat yon xinderstand by the Ixnprest System oj 
Petty Cash. 

A. The best method of maintaining pettj' cash is knomi as the Imprest 
Sj^stem. Under this method, an amount estimated as ncccssarj' for the pos- 
sible needs of the business to meet petty expenses for the week or the month 
is drawn bj* a cheque and handed over to the petty casiiier. At the end of 
the fixed period, the Petty Cash Book after being totalled and balanced is 
presented bj' the Pettj- Cashier to the Cashier for a fresh cheque. The cashier 
after satisfying himself as to the correctness of tlie record, issues a cheque 
for tlic exact amount expended. The amount of this cheque together with 
the unspent balance will restore in the hands of the pettj' cashier the original 
sum with which he was started. This is called the Imprest Sj-stem of Petty 
Cash. 

Tlie main advantage of this S3'sfem lies in the fact that the cashier being 
responsible for drawing a cheque for the exact sum representing the total 
disbursements for a given r>eriod must nccessarib' examine the Pett3' Cash 
Book to make sure that tlie amount is coiTecth- airivcd at. Besides, the 
fact that at each periodical interval tlie Pet 13* Cash Book has to be produced 
to the cashier for liis inspection will in itself act as a health3* check on the 
pott3' cashiei'. Tlnis, a combination of the Imprest S3'stcm of Pet 13* Casii 
and the Anah'tical Pctt3' Cash Book would help to regularise and facilitate 
the double-ontr3' record of innumerable small and sundiw disbursements. 
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Q 35 Enter the following transactions in a Petty Cash Book 
with analytical columns The petty cashier is started with an imprest 
amount of Rs 100 on 1st January and is refunded the total amount of 
his disbursements at the end of the month — 

1967 


January 2 
5 

G 

8 

10 


12 

13 

15 

17 

IB 

20 

24 


31 


10 P stamps Rs 5 
For window cleaning Rs 2 50 P 
Wages to office cleaner Rs 10 
2 bundles of red tape Rs 0 50 P 
Fares to ofTice clerlra Rs 12 50 P 
6 dozen envelopes and letter papers Hs 150P 
Printing charges and letter papers Rs 2 
1 Box paper fasteners Rs 0 50 P 
Taxi fare to manager Rs 1 25P 
Telegram to Dawson & Co Delhi Rs 1 75 P 
Cartage and cooly on 4 cases Tea at Rs 0 25P each 
1 bottle ink Rs 0 75P 
Paid Patel Sc Co Rs 4 50 P 
Paid for shorts m Evening News Rs II SOP 
Sent registered notice to landlord Rs 0 25 P 
Polishing Office Table Rs 1 50 P 
Advertisement in Times of India Rs 20 75P 
Railway Fare — manager to Poona Rs 12 50 P 
(For Answer see page 27) 


Q 36 How IS the Petty Cash Account recorded m the Ledger'^ 
A All cheques as are issued by the Cashier to the Petty Cashier are 
debited to the Petty Cash Account from the Cash Book m the first instance 
At periodical intervals the analysis of the petty expenses as indicated by 
the analytical columns of the Petty Cash Book is journalised, each nominal 
account concerned being debited with its respective total and the Petty Cash 
Account being credited with the total petty payments during the penod 
The result is that after such journalising the balance as shown by the Petty 
Cash Account in the Ledger, at any periodical interval must necessarily 
agree %vith the unspent balance of Petty Cash with the petty cashier as 
indicated by the Petty Cash Book 


Q 37 What are Bills Receivable and Bills Payable^ 

A For the purpose of recording Bill Transactions Bills are divided 
into Bills Receivable and Bills Payable 

Bills Receivable are accepted Drafts in the possession of the trader for 
which he is to receive cash on thd due dates 

Bills Payable are Drafts accepted by the trader and for which he is 
liable to pay cash on due dates 

It must be noted that the same Bill is a Bill Receivable to one party and 
a Bill Pajable to the other party The person who is to receive money on 
it calls it his Bill Receivable, whereas the person who is liable to pay money 
for it knows it as his Bill Payable As Bills of Exchange represent money or 
money s worth they belong to the edass of Real Accounts 
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28 QUESTIONS AND ANS%VERS IN BOOKKEEPING t ACCOUNTING 

In order to avoid unnecessaiy labour in posting Bill IVansactions are 
not passed through the Journal, but are entered in special Subsidiary Records 
provided for the purpose Thus thwe are the Bills Receivable and Bills 
Payable Books to record these transactions The object of these books is to 
form a convement medium for a detailed record of each Bill received or 
given 

Q 38 Explain the ttse o/ Bills Receivable and Bills Payable 
Boohs 

A Bills Receisable Book- — On each Bill Receivable bemg received 
duly accepted full details thereof are entered in the appropriate columns of 
the Bills Receivable Book- Columns are also provided to mdicate how each 
such Bill IS finally disposed off 

The postings from this book would be to credit each individual person 
irom nhom the bill is receiied and to debit the monthly total to Bills Receiv 
able Account in the Ledger The double entry of this book would thus be 
completed 

Bills Payable Book.~When a trader accepts a Bill drawn on him by 
his creditor it is nayable by him at some future date and is therefore called 
his Bill Payable Each time that a Bill is thus accepted by a trader all the 
details thereof are entered in the Bills Payable Book Further entries are 
made m this book as and when each such Bill is finally disposed off 

The postings from this book would be to debit each person to ^ horn 
the bill is granted and to credit the penodical total to Bills Payable Account 
in the Ledger, thus completing the Double-Entry 

Q 39 Enter the following transactions in the Bills Receivable 
Booh — 

March 1 Received from Javeri & Co acceptance at one month for Rs 400 
pa>able at the Bank of India Ltd Bombaj 
5 Received two months Bill for Rs 500 accepted by G Framroz pay 
able at the Central Bank of India Ltd 
9 Rao s acceptance at one month for Rs 475 payable at his office 

at 119 Hornby Road Fort 

15 C Aiyangars acceptance at three months for Rs 680 payable at 
the Imperial Bank Bombay received from Lai & Sons 
20 Two months Bill drawn by P Wadia accepted by D Sen & Co 
for Rs 900 payable at the International Bank received from 
D Cawas]] 

April 4 Javeri & Co s acceptance realised Rs 400 

12 Received cash for W Raos acceptance due today Rs 475 
20 Discounted acceptance of G Framroz receiving Rs 480 

Rlay 23 D Sen & Co s acceptance for Rs 900 dishonoured this day by non 
payment 

31 Endorsed C Aiyangars acceptance for Rs 680 to W Wild & Co 
(For Anstt^er see page 29 ) 

Q 40 Enter the foUotmng transactions in the Bills Payable 
Book — 
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March 7 Accepted R Wardens draft in favour of P Meherji & Co for 
Rs 7SQ at one month pa>ahle at the Bank of India Ltd Bombay 
12 S Ghosh & Co drew on us at three months date for Rs 450 which 
draft v.e accepted pa>able to the order of R Rao at the Bank 
of India Ltd 

25 Gave our acceptance for Rs 500 at two months to \V Smith &. Son 
pa j able to them at the Central Bank of India Ltd 

April 10 Met our acceptance to R Warden Rs 750 
(For Ansu-cr see page 29 ) 

Q 41 What items appear on the dchit and credit sides of the 
Bills Receivable Account m the Ledger"^ 

A The total of the Bills Receivable Book is debited to Bills Receivable 
Account at periodical intervals 

On a Bill Receivable being realised on due date, the amount is posted 
to the credit of the Bills Receivable Account from the Cash Book 

When a Bill Receivable is discounted, the actual cash received and the 
discount allowed are credited to Bills Receivable Account from the receipts 
side of the Cash Book 

When a Bill Receivable is endorsed over to a creditor m satisfaction of 
a debt owing to him the Journal entry necessary to record such a transaction 
would be to debit the Creditor s Account and credit Bills Receivable Account 

When a Bill Receivable is dishonoured by non payment, the entry would 
be to debit the personal account of the {lorty who bad given the Bill and to 
credit the Bills Receivable Account 

Q 42 What balance tvotdd a Bills Keceiuable Account show 
and what would it signify'^ 

A The Bills Receivable Account is the account of an asset and the 
balance of this account, if any, would always be a debit balance The debit 
bnlance on the Bills Receivable Account on any date would represent Bills 
Receivable unmaturod and on hand The Account will close when all the 
Bills are finally dealt with 

Q 43 What postings appear on the debit and credit sides of the 
Bills Payable Account^ 

A The periodical total of the Bilk Payable Book is credited to this 
Account On each Bill Payable being met, the Bills Payable Account is 
debited from the Cash Book The Bills Payable Account, representing as 
it does the Lability of the trader m respect of the bills accepted by him, will 
always show a credit balance, if any Hie credit balance of this account on 
any one particular date must agree with the total amount worth of Bills 
Payable unmatured as ascertained from the Bills Payable Book 

Q 44 For ocTiat Purposes is Journal utilised in Tnodern book- 
keeping’ 
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A. The use of Journal is verj' much restricted in modern accounting, 
and through this hook are now passed onij' such transactions as cannot be 
conveniently recorded in any of the other hooks of Prime Entry. 

Generally speaking, the use of the Journal proper -js nov,' confined to 
the record of the follov/ing transactions; — 

1. Opening Entries; 

2. Transfers from one account to another; 

3. Rectification of Errors; 

4. Adjusting Entries; 

5. Closing Entries; i.e. transfers from the Nominal Accounts to the 
Profit and Loss Account; 

G. Entries relating to Dishonour of Bills: and 

7. Such other transactions for which there is no special book 
of Prime Entry, such as Consigranent Transactions, Joint- 
Ventures, etc. 

The double aspect of every transaction is given effect to in the Journal 
by the two money cokunns provided, the left-hand column being used for 
debit entries, and the right-haiid for the credit. In order to make each enti-j' 
self-explanatory, it is essential that a concise explanation giving the reasons 
for the entry should be appended to every entrjn This is known as the 
narration, and the nai'ration of a Journal entry is as important as the figures 
comprising it. 

Accounts which are entered in the debit cokunn are posted to the debit 
of the accounts concerned and those entered in the credit column are posted 
to the credit. 

Note: — As the ruling of the Journal is so designed as to show the debit 
and credit effect of every transaction, students in examination are oftei\ asked 
to journalise all the transactions in a given business. This, however, is only 
a test of theory, and the student should not hesitate to pass all transaciions 
through the Journal where so demanded in examination e.xercises. Vidien, 
however, he is asked to enter a given series of transactions through their 
proper Subsidiary Books, only such entries as cannot be conveniently passed 
through any of the other books of prime entry should be journalised. 

Q. 45. Journalise the folloiomg trarisactions: — 

1. Paid by cheque for goods bought Rs. 300. 

2. Received for goods sold Rs. 250. 

3. Paid cash for Office Counters and Desks Rs. 400. 

4. Received cheque from P. Atmaram Rs. 97 and aliov cd him 
discount Rs. 3. 

5. Paid to E. Green by Cheque Rs. 490 and ho aliowed oiscount 
Rs. 10. 
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6 Bought Office Stationery for cash Es 25 

7 Bought goods from J Jones Rs 500 

8 Sold goods to T Smith Rs 350 

9 Received cheque from P Modi and paid same into Bank Rs 100 

10 Drew cheque for personal use Rs 200 

11 Paid Srmth & Co cheque for Rs 280 which he accepted in full 
settlement of his account for Rs 300 

12 Cash sales of the day amounted to Rs 150 

13 Paid from office cash. Wages Rs 175 

14 Drew from Bank for office cash Rs 200 

15 Issued cheque to Petty Cashier Rs 125 

16 Purchased postage stamps and paid from Petty Cash Rs 20 

17 Paid salaries by cheque Rs 250 

18 Paid T Sen cheque Rs 75 on account 

19 Received cheque for Interest on Loan Rs 80 

20 Paid into Bank Rs 500 

21 Sold goods to R Swarm who accepted our draft for Rs 400 

22 Bought goods from C Smith and accepted his draft in return 
for Rs 275 

A 

JOURNAL ENTRIES 


1 



L.F 

Rs 

Rs 

1 1 

Purchases Account 

To Bank Account 
(For Cash Purchases ) 

Dr 


300 

300 

2 

Cash Account 

To Sales Account 
(For Cash Sales ) 

Dr 


2S0 

250 

3 

Office Furniture Account 

To Cash Account 

(Far Office Counicrs and Desks bough ! ) 

Dr 


400 

400 

4 

Cash Account 

Dr 


97 



Discount Account 



3 



1 To P Atraaram 

(For Cheque received and discount allowed') 




100 

5 

E Green 

Dr 


500 



To Bank Account 




490 






10 


(Being Cheque given to and discount allowed 

by E 





j Green ) 





6 

j Printing & Stationery Account 

1 To Cash Account 
(For Cash purchases of Stationery) 

Dr 


25 

25 

7 

Purchases Account 

Dr 


500 



To J Jones 




500 


(For Goods bought as per Inward InwiceNo 

) 







PRINCIPLES OF double-entry 
JOURNAL ENTRIES — coutd. 




o a 


OU 



' 

L.F. 

Rs. 

Rs. 

8. 

' T. Smith 

' To Sales Account 

' (For goods sold as per Outward Invoice No. ) 

. Dr. 

350 

350 

9. 

Bank Account 
^ To P. Mody 

' (For Cheque received and banked.) 

. Dr. 

100 

100 

10. 

Drawings Account 

To Bank Account 

(For Cheque dratvn for personal use.) 

. Dr. 

200 

200 

11. 

Smith & Co. 

1 To Bank Account 

„ Discount Account 

(For Cheque paid and discount allowed by them.) 

Dr. 

300 

2S0 

20 

12. 

' Cash Account 
' To Sales Account 
(For Cash sales) 

Dr. 

150 

150 

13. 

Wages Account 

To Cash 

(For wages paid.) 

Dr, 

175 

175 

14. 

Cash Account 

To Bank Account 

(For Cash withdrawn for Office use.) 

Dr. 

200 

200 

IS. 

Petty Cash Account 

To Bank Account 

(For Cheque given to Petty Cashier.) 

Dr. 

125 

125 

16. 

Postages Account 

To Petty Cash Account 
' (For Stamps paid from Petty Cash.) 

Dr. 

20 

20 

17. 

Salaries Account 

To Bank Account 
(For Salaries paid by cheque.) 

Dr. 

250 

250 

IS. 

T. Sen 

To Bank 

fFor Cheque given on account.) 

Dr. 

75 

75 

19. 

Cash Account 

To Interest Account 

(For Cheque received for Interest on Loan.) 

Dr. 

80 

SO 

20. 

Bank Account 

To Cash .Account 
(For amount banked.) 

Dr. 

500 

500 

21. 

Bills Receivable Account 

To Sales Account 

(For goods sold in return for B/R. duly accepted by 
R. Ss«mi.) 

Dr. 

400 

400 

22* 

Purchases Account 

To Bills Payable Account 

(For ghing our acceptance to C. Smith in return for 
goods bought.) 

Dr. 

275 

275 


Q\-^ 
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Q 46 Journalise the jollovnng transactions in a business where 
all cash received is banked intact and all payments above Rs 25 are 
made by cheques 
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JOURNAL ENTRIES— contd. 


1967 

L.F. 

Rs. , 

Rs. 

Jan. 

3, 

Mchia &. Co. . . . . . . . . Dr. 

To Bank Account 
„ Discount Account 

(For cheque paid in full settlement of account.) 

1,2C0 

1.175 

25 

W 

4 ' 

) 

Gandhi & Co. . . . . . , . . Dr. 

To Sales Account 

(For goods sold as per our Outw-ard Invoice No.—.) 

750 

750 

»♦ 

5 ' 

Bank Account . . . . . . . . Dr. 

Discount Account .. .. .. .. „ 

To K. Cooper 

(For Cash received in full Settlement.) 

450 

25 

475 

r* 

6 

1 

Bank Account . . . . . . . . Dr. 

Discount Account . . . . , , . . „ 

To P. Butler 

(For cheque received in full settlement.) 

3S5 

15 

400 


7 

Purchases Account .. .. .. .. Dr. 

To Radha & Co. 

(For goods bought as per Inward Invoice No. — .) , 

175 

1 

175 

»♦ 

S 

R. Spencer . . . . . . Dr. 

To Sales Account 

(For goods sold as per our Outward Invoice No. — .) '' 

200 

200 

W 

9 

Allowance Account . . . . . . . . Dr. 

To R. Spencer 

, (For Credit Note No. sent to him for goods soiled.) 

20 

20 

>» 

»» 

Purchases .Account .. .. .. .. Dr. 

To Porter I'e Co. 

' (For goods bought as per Inward Invoice No. ) 

700 

700 


10 

Porter & Co. . . . . . . . . Dr. 

To Allowance Account 
(For Debit Note sent for shortweight.) 

25 

25 

»♦ 

11 

P. N. .Toshi . . . . . . . . Dr. 

To Bank Account 

Discount Account 

(For cheque paid in full settlement.) 

SOO 

7S0 

20 

»♦ 

13 

Drasvings Account . . , . - . . • Dr. 

To Bank Account 

(For cheque dra%\n for personal use.) 

100 

100 

»» 

15 

Bank Account .. .. .. •• Dr- 

Diccount Account .. .. .. « 

To Gandhi Co. 

(For Cash received in full settlement.) 

720 ' 
30 

750 

tf 

17 

Bank Account .. .. ..Dr. 

To R. Spencer 

(For C.ash receded on account.) 

ICO 

100 


IS 

Radha & Co. ■ . • • - • • • 

To Bank .Account 
„ Discount -Account 
(For cheque sent in full settlement.) 

175 

IfO 

15 
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JOURNAL ENTRIES 


Rs. Rs. 


July 1 Petty Cash Account .. 

To Bank Account 
(For cheque drawn for petty cash.) 

„ 2 Purchases Account .. 

To Jadhav & Co. 

(For goods bought as per Inward Invoice No .) 

„ 3 Jadhav & Co. 

To Bills Payable Account 
(For their draft accepted.) 


D. Davar 

To Sales Account 

(For goods sold as per Outward Invoice Ko ) 

Bills Receivable Account 
To D. Da\ar 

(For his acceptance received.) 

Bank Account 

To Sales Account 
(For cash sales.) 

Bills Receivable Account 
To Sales .Account 

(For goods sold to P. Pawar in return for his accep- 
tance of our draft.) 

Jadhav & Co. 

To Returns Outwards Account 
(For our Debit Note No,.. for soiled goods returned.) 

Bank .Account 
Discount Account 

To Bills Receivable Account 
(For D. Davar's acceptance discounted.) 

E. Green 

To Bank Account 
Discount .Account 

(For cheque given to E. Green in full scttlenicnt.) 

Bills Pavabte .Account .. .. .. . 

To Bank Account 

(For our acceptance duly met at Bank.) 

J. Roberts 

To Bills Receivable .Account 
(For P. Pa war’s acceptance endorsed oscr.) 

Bank Account .. .. •• • 

To Cash Account 
(For cash paid into Bank.) 

Cash .Account 

To Sales Account 
(For Cash Salcs.l 

Purchases Account .. •• -- -■ 

To Bank .Account 
(For Purchases by Cheque.) 


.. Dr. 


450 450 
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JOURNAL ENTRIES— contd 


1967 



Dr 1 

L.F * Rs 

Rs 

Juty 26 

Diawicgs Account 

To Cash Account 
(For drawings from Cash ) 


i 

1 150 

' 150 

27 

Red Sc Co 

To Bills Payable Account 
(For Red & Co s draft accepted) 


Dr 

175 

175 

„ 28 

R Jairam 

To Sales Account 

(For Goods sold as per our Outward Insoice No ) 

Dr 

100 

ICO 

>. 29 

Return Inwards Account 

To R Jairam 

(For Goods returned to us as per oui 
No ) 

r Credit Note 

Dr 1 

25 

25 

« 30 

Purchases Account 

To Bills Payable Account 
(For Goods purchased m return for P 
accepted by us ) 

Smith s draft 

Dr 

175 

175 

- 31 

P Smith 

To Returns Outwards Account 
(For Goods not according to the sample returned by 
us as per our Debit Note No ) 

Dr 

SO 

50 


Q 48 Journalise the following transactions — 

Ks 

1 Paid by cheque A. Smith’s Bill for repairs to Plant 1,275 

2 Received from Wimbndge & Co, their invoice for Office 

Furniture supplied 900 

3 Sent our cheque in payment of the above invoice 900 

4 Paid by cheque Fire Insurance Prenuum 45 

5 Received cheque from Govind & Co , in full settlement of 

their account for Rs 375 360 

6 Drew cheque for Petty Disbursements 90 

7 Bill payable due this day met at Bank 800 

8 Gave to E Green our acceptance at 2 months 400 

9 W Peter paid by cheque on account 200 

10 Received from Gangaram & Co, their acceptance of 

draft of 750 

11 C Bapu returned us part of bis purchase Sent him a Credit 

Note 75 

12 Sold goods to A Jiwan for cash 100 

13 Accepted Y’s Bill of Exchange at 4 months 400 

14 Sent Debit Note to P Pavri for goods damaged 40 

15 Returned goods to C Row not upto sample 125 

IG Chotam & Co drew on us at three months and the bill was 

duly accepted 350 
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Rs. 

17. Discounted at Bank B /R. No. 5 Rs. 500 proceeds realised . . 475 

18. Bank retired firm’s bill for . . . . . . . . 400 

19. Sold goods to W. Walker and he endorsed his B /R. to us . . 225 

20. Bank returned C. Row’s cheque unpaid . . . . . . 135 

21. Gave cheque for purchase of plant from Dickson S: Co. . . 1.275 

22. Firm’s acceptance No. 10 paid by Bank . . . . . . 500 

23. Paid into Bank from office cash . . . . . . . . 200 

24. Paid for stationery' from office cash . . . . . . 37 

25. Drew cheque for office use . . . . . . . . 350 

26. Paid salaries by cash . . . . . . . . . . 475 

27. Received cheque for commission due to us . . . . 150 

28. Bank realised interest on our Securities . . . . . . ISO 

29. Received cheque from Row & Co. to be credited to R. Sen's 

account . . . . . . . . . , , . 200 

30. Issued cheque for Petty Cash . . . . . . . . 122 


31. The following Petty Cash Book analysis was brought into 
record: 



Rs, 

Postage 

15 

Printing and Stationery 

25 

Cartage and Cooly 

17 

Travelling Expenses . . 

35 

Advertisement 

30 


32. Borrowed from R. Jairam and paid same into the Bank . . 4,000 

33. P. Santaram paid into our Banking Account in settlement of 

his account . . . . . . . . . . . . 300 

34. Bank returned Santaram's cheque unpaid . . . . 300 

35. Sold goods to D. Rajan and drew on him at 2 months for the 

amount . . . . • . . . - . . . 155 

36. Bought goods from R. Hari, accepted his bill for Rs. 400 and 

gave him clteque Rs. 100 . . . . . . . . 500 

37. Gave cheque for House-keeping . . . . . . 459 

38. Paid Club Bdl from Office Cash . . . . . . 45 

39. Returned goods to Jaikar & Co. . . . . . - 50 

40. Smart & Co. returned us goods along with Debit Note . . 60 

41. Made an allowance in price to Ramlal Sc Co. for damage 

due to faulty packing .. •• •- •• '0 
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L.F 

Rs 

Rs. 

1 

PUnt Repairs Account 
"^0 Bank Account 
(For A, Smith $ Bill paid.) 

"1 

U75 

U75 

2 

Oflice Furniture Account 

To Wimbridge & Co 

(For their Insoice No for OfBce Fomiture pur 

chased.) 

Dr 

900 

900 

i 

Wimbndje & Co 

To Bans Account 
(For cheque paid ) 

Dr 

900 

900 

4 

Fir" Insuran e Account 

To Bank Account 

(For Fire Insurance Premium paid by diequc.) 

Dr 

45 

45 

1 

5 

Cash Account 

P SCOVSi ACCOVBt 

To Oo\md S. Co 

(For cheque rcceised m full settlement.) 

Dr 

360 

iS 

1 

375 

1 

6 

Petty Cash Account 

To Bank Account 
(For cheque drawn for Petty Cash.) 

Dr 

90 

1 

90 

7 

BiHs Pai-able Account 

To Bank Account 
(For our acceptan^ met at Back.) 

Dr 

800 ' 

40o| 

1 

800 

8 

E. Oreeo 

To Bdls Payable Account 
(For E. Green $ draft accepted.) 

Dr 


400 

9 

Cash Account 

To W Peter 

(For cheque recei'ed on account) 

D, 1 

200 i 

1 200 

10 

Bills Receivable Account 

To Gangaram &. Co 
(For our draft accepted.) 

Dr j 

750 ; 

,50 

1 

11 

Returns Inwards Account 

To C Bapu 

(For Returns Inwards as per Credit Note No ) 

Dr 

75 

I ,5 

! 

n 

Cash Account 

To Sales Account 
(For Cash Sale.) 

Dr , 

! 

100 

i 

1 100 

13 

Y 

To Bills Payable Account 
(For Y’s draft at 4 months acc-pted.) 

Dr 1 1 

400 

! 

1 400 

14 

P Pavn 

To Allowance Account 

(For our Debit Note No for goods damaged.) 

i 1 

40 

1 

j 40 

15 

C Row 

To Retams Outwards 

(For our DebrtNote No for goods not up lo sample 

returned.) 

Dr ^ 

125 

! 

125 

1 
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LF. 

Rs. 

Rs. 

16 

Chotalal & Co. 

To Bills Paj’able Account 
(For their draft accepted.) 

Dr. 

350 

350 

17 

Bank Account 

Discount Account .. .. .. 

To Bills Rccehable Account 
(For B/R No. 5 discounted) 

Dr. 

♦f 

475 

25 

500 

18 

Bills Pa j able Account 

To Bank Account 

(For our acceptance retired b> Bank.) 

Dr. 

400 

400 

19 

Bills Receivable Account 

To Sales Account 

(For Goods sold in return for W. Walker’s B/R endorsed 
over to us.) 

Dr. 

225 

225 

20 

C. Row 

To Bank Account 
(For cheque returned unpaid.) 

Dr. 

135 

135 

21 

Plant and Machinerv’ Account 

To Bank Account 

(For cheque paid for Dickson S. Co’s Invoice for 
Plant.) 

Dr. 

1,275 

1,275 

22 

Bills Pavable Account 

To Bank Account 
(For our acceptance met at Bank.) 

Dr. 

500 

500 

23 

Bank Account 

To Cash Account 
(For Cash paid into Bank.) 

Dr. 

200 

200 

24 

Printing and Stationers Account 

To Cash Account 
(For stationerj purcha'cd ) 

Dr 

37 

37 

25 

(3ash Account 

To Bank Account 
(For cash withdrawn for Office use.) 

Dr. 

350 

350 

26 

Salaries Account 

To (3ash Account 
(For salaries paid.) 

Dr. 

4-5 

475 

27 

Cash .Account 

To Commission Account 
(For commission received bv cheque.) 

Dr. 

150 

150 

28 

Bank .-\ccount 

To Interest Account 

(For Interest on Securities realised by Bank ) 

Dr 

ISO 

ISO 

29 

Cash Account 

To R. Sen n c • 

(For cheque received from Row <S. Co, on R. Sens 

Account.) 

Dr. 

200 

200 

30 

Pettv Cash .\ccount .. 

To Bank Account 
(For cheque issued for pettv cash ) 

Dr 

12 : 

122 
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LF 

Rs 

Rs 

31 

1 

Postage Account 

Printing and Stationery Account 

Cartage and Cooly Hire 

Travelling Expenses 

Advertisement 

To Petty Cash Account 
(For Petty disbursements out of petty cash ) 

Dr 1 

1 


15 

25 

17 

35 

30 

122 

32 

Bank Account 

To R Jairam s Loan Account 
(For Loan taken from him and the amount banked ) 

Dr 

i 

4000 

4000 

33 

1 

Bank Account 

To P Santaram 

(For amount paid by him into our Banking Account ) 

Dr 


300 

300 

34 1 

I 

P Santaram 

To Bank Account 
(For ins cheque returned unpaid ) 

Dr 

1 

300 

300 

33 

Bills Receivable Account 

To Sales Account 

(For goods sold m return for D Rajan s acceptance ) 

Dr 1 

155 

IH 

36 

Purchases Account 

To Bills Payable Account 

Bank Account 

(For goods brought from R Han in return for B/P for 
Rs 400 and cheque for Rs 100) 

Dr ^ 

1 

500 ; 

400 

100 

37 

1 

Drawings Account 

To Bank Account 

(For cheque given for house keeping ) 

Dr 


450 

4S0 

33 

Drawings Account 

To Cash Account 
(For club bill paid ) 

Dr ' 


45 

45 

39 

Jaikar & Co 

To Returns Outwards Account 
(For goods returned by us as per our Debit Note 
No ) 

Dr 


50 

30 

40 

Returns Inwards Account 

To Smart & Co 

(For goods returned by them as per our Credit Note 
No > 

Dr 


60 

60 

41 

Allowance Account 

To Ramlal & Co 

(For allowance for damage as per our Credit Note 
No ) 

Dr 


70 

70 

1 


Q 49 What IS a Ledger, and what purpose does it fulfil'^ 

A Although the Ledger is not a book of Original Entry it forms an 
indispensable record in accounting inasmuch as il is in this book that all the 
transactions, which are in the first instance entered up in the subsidiary books 
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to which they relate are subsequently posted to their appropriate accounts in 
a classified and well-arranged form. It thus becomes an all-important book 
to which the trader must always refer for information regarding any of his 
business transactions or group of transactions. 

Q. 50. While transferring the Entries from the Suhsidinry 
Records into the Ledger, what are the rules for debiting and crediting 
the Accounts? What purposes do the difjerent classes of Accounts 
serve? 

A. While transferring the entries from the Subsidiary Records into 
the Ledger, the following rules should be rigidly followed; — 

Personal Accoimls: — ^Debit the account of the person that receives and 
credit the account of the person that gi%’es. 

Real Accounts. — Debit the assets received and credit the assets parted 

with. 


Nominal Accounts. — Debit all expenses or losses and credit all gains. 

From the above rules, it equally follows that: — 

(a) Every Asset Account has a debit balance. 

(b) Every Liability Account has a credit balance. 

(c) All Expenses or Losses are always debit balances. 

(d) All Gains are always credit balances. 

Whereas the Personal Accounts would record the aspect of the transac- 
tions a.s they affect the persons with whom tlie dealings take place, the Real 
and Nominal Accounts would record the aspect of the transactions as they 
affect the things dealt in and the services received or imparted. A glance at 
any Personal Account would serve to indicate whether that person is a debtor 
or a creditor of the dealer on any given date and how that ultimate position is 
brought about. Similarly, a reference to the Goods Account or the sub-sections 
thereof, wz. the Purchases Accoimt, the Sales Account, etc. would inform the 
dealer as to his dealings in goods, whereas the account of each other asset 
would help to disclose its respective incomings and outgoings and the balance 
on hand, from day to day. The various nominal accounts would serve to 
indicate the several heads of e.xpenditure and the sources of income. 

Q. 51. How are the various Ledger Accoinits closed at the end 
of each trading period? 

A. At the end of each financial period, a Trading and Profit and Loss 
-Account and a Balance Sheet are prepared in order to ascertain the trading 
results, and the information as conveyed by these Ledger Accounts would 
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form the necessary material for the construction of these statements The 
various accounts would then be dealt with as under — 

1 The accounts appertaining to deahngs in goods would be collected 
under one accoimt styled the Tradmg Account and would be closed by trans- 
fer to the Trading Account 

2 The Nominal Accounts reveahng the different heads of expenditure 
and income would be grouped together in another account called the Profit 
and Loss Account and would be closed by transfer to this account 

3 All other accounts then left out would mean either assets or habih- 
ties of the business and these would be collected in yet another statement 
known as the Balance Sheet All such accounts would be closed by balance, 
and would be earned forward to next year's books 

Q. 52. While opening the several accounts in the Ledger, is any 
arrangement desirable’ 

A. In order that the desired uiformation may be secured from the 
Ledger without any fumbling and delay, it is essential that these vanous 
accounts be arranged and grouped together in some intelligent manner Thus, 
the accounts of customers should be opened in one section of the Ledger, and 
similarly the accounts of the supphers The asset accounts should also be 
grouped together and the nominal accounts should form a different section of 
the Ledger 

Q. 53. What do you understand bj; sub-divmons of the Ledger 
and when and how should this he done? 

A. In a small concern, it would not be difficult to accommodate the 
whole of the transactions of the business in one Ledger When, however, 
the transactions become voluminous, the Ledger will have to be sub-divided 
and the sub-dmsion may take the followmg shape Thus, there may be — 

(a) A Customer’s Ledger or Sales Ledger to accommodate the accounts 
of customers only, 

(b) A Suppliers’ Ledger or Purchases Ledger to contain accounts of 
suppliers of goods, 

(c) An Impersonal Ledger or a Nominal or General Ledger which would 
include all account other than those of customers and suppliers, and 

(d) Sometimes, there is also mamtamed a Private Ledger in which 
would be embodied accounts of a private nature, such as accounts of loans 
borrowed, Capital Account, etc and this Ledger would be kept and written 
up by the proprietor. 

When the busmess assumes still larger proportions, one Customers’ 
Ledger may not suffice and it may then be found necessary to further sub- 
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divide the Customers’ Ledger either alphaheticalh*. tcpographicallv cr derart- 
mentaily. Thus, there might be one Sales Ledger containing accounm of 
customers -/hose names tegin with A to hi, and another one for names com- 
mencing from L" to Z. Similarly, the Sales Ledger may be sub-divided to 
contain accounts of customers of different districts or localities, cr the sub- 
division may take the shape of a separate Sales Ledger for each cenam-er.t 
of the business. The sub-division of the Bought Ledser may tilso be done cn 
similar lines, if need be. The classification of Ledger Accounts as also the 
sub-divi.sion of Ledgers will always have to be done with due regard to the 
nature and requirements of the business. 

Q. 54. Explain fully what you undaTstand by a Trial Balavce. 

A. The fundamental principle of Double-Entrv- is that ‘for every debit 
there must be a corresponding credit.’ Now, in course of posting the entries 
from the various Subsidiary Records into the Ledger, if it is seen that for 
every debit enti-y that is given to an account or for every series of debits 
given to several accounts, there is a credit or senes o: credits of an equal 
amount given to some other accounts and vice vercc. then it follows that the 
sum total of the debit entries should equal the sum total of the credit entries. 
It is important to note, in this connection, that although, by t’ne use cf the 
Subsidiary Journals, the work of posting the entries into the Ledger is 
reduced practically by half, the above basic principle of Double-Entrv" is fully 
maintained inasmuch as t’ne debit and credits are equalised in the aggregate. 

When, therefore, all the transactions for a particular period have beer, 
duly entered in the bool^ and properly posted, the book-keeper will need 
to try whether he has correctly transferred all the entries from the Original 
Records into the Ledger. With this o’oject in viev;. he will nrepare a Trial 
Balance, i.e., a h'st of Balances debit or credit standing :n the books at any 
given date. A Trial Balance may thus be defined as a statement of debit and 
credit balances extracted from the Ledger, with a view to test the arititmeftcal 
accuracy of the bool-ts. It thus forms a connectmg li.nk between the Ledger 
Accounts and the Final Accounts. 

The agreement of the Trial Balance provides a veiy useful check upon 
the Ledger postings. As a matter of fact, it proves two things, vm; 

1. That both the aspects of each transaction have been recorded, and 

2. That the bool-m are arithmetically accurate. 

Should the Trial Balance disagree, it reveals the presence of errors 
which must be found and re-ctified. 


Q. 55. Hoic is a Trial Balance prepared? 

A. A Trial Balance is usually prepared on loose sheets ruled in a f 
similar to that of the Journal, i.e. with dem. and crem. mo..e.. 
debit and credit sides of each Ledger Account wouii t-e up 
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date of the Trial Balance in order to ascertain whether there is any balance 
and, if so whether such balance is a debit or credit balance The balance of 
each such account would then be entered in the Trial Balance The date 
column IS used for entering the folio or page of the Ledger on which the 
account appears All debit balances are entered in the debit (left hand) 
column and the credit balances in the credit (right-hand) column If the 
books are arithmetically accurate, the total of the debit balances must agree 
with that of the credit balances 

An important point to be borne in mind m the preparation of the Trial 
Balance is to include the Cash Balance and the Bank Balance as indicated 
by the Cash and Bank columns of the Cash Book The reason is that these 
columns represent Cash and Bank Accounts and it is only for convenience 
that cash transactions are recorded in a separate book instead of being entered 
in shape of Ledger Accounts 


Q 5G Prepare a Trial Balance from the following figures — 


Sundry Debtors 
Creditors 

Salaries 

Sales 

Trade Expenses 
Rent and Taxes 
Fre‘>hold Building 
Purchases 

Plant and Mach nery 
Furniture and Fixtures 
Sales Return 
Purchases Returns 
Opening Stock 
Discount Account (Dr) 
Insurance 


Rs 

25 000 
30 000 
7 500 
00 000 
750 
2 500 
55 000 
27 500 
40 000 
1 500 
1,200 
aoo 

30 000 
1000 
700 


Bills Receivable 

Bills Payable 

Bank Charges 

Travelling Expenses 

Advertising 

Repairs to Plant 

Loan irom Bank 

C Ram s Capital Account 

C Rajus Drawings Account 

Cash at Bank 

Cash at Oflice 

Balance ol Petty Cash 

Wages 

Commission earned 
Interest paid on Loan 


2100 
1040 
20 000 
75 890 


A 


TRIAL BALANCE 


Sundry Debtors 
Do Creditors 
Salaries 
Sales 

Trade Expenses 
Rent and Taxes 
Freehold Building 
Purchases 

Plant and Machinery 
Furniture and Fixtures 
Sales Returns 
Purchases Returns 
Opening Stock 
Discount Account (Dr) 
Insurance 
Bills Receivable 
Bills Payable / 
Bank Charges 
Travelling Expenses 
Advertising 
Repairs to Plant 


Dr 

Rs 

25 000 
7 500 


750 
2 500 
55 000 
27 500 
40 000 
1 500 
1 200 


30 OOO 
1 000 
700 
3 200 


Cr 

Rs 

30 000 
90 000 


5 000 
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trial balance— contd. 


Loan from Bank 

C. Raju’s Capital .Account 


Dr. 

Rs. 

Cr. 

Rs. 

20.000 

75,890 

Do. Drawings Account ... 


4.800 

Cash at Bank 

Do. at OfTico 

Balance of Pettj- Cash 

Wages 

Commission earned 

Interest paid on Loan 

... 

3.400 

500 

50 

15.900 

600 

3,700 



Rs. 2.25.390 

2,25.390 


Q. 57. What Errors does a Trial Balance jail to disclose? 

A. The follow’ing errors will remain xindetected and will not alTect the 
agreement of the Trial Balance: — 

1. Errors of Omission. 

2. Wrong Entries in any Original Record. 

3. Errors of Principle. 

4. Compensating Errors. 

5. Posting to Wrong Heads of Accounts. 

Q. 58. Explain Errors of Omission, Errors of Principle and 
Compensating Errors. 

A. Errors of Omission: — An Error of Omission is one where a trans- 
action has been absolutely omitted to be recorded, i.e., a Credit Pui’chaso 
omitted to be recorded in the Purchases Book or an item of Return Inwai’ds 
omitted to be recorded in the Returns Inwards Book. 

Errors of Principle: — An Error of Principle is one where a transaction 
is recorded in total disregard of tlie fundamental principles of Double-Entry. 
Thus, a purchase of Plant and Machinery may have been wrongly passed 
through the Purchases Book or Repairs to Building may have been wrongly 
debited to Building Account. 

Compensating Errors: — A Compensating Error in Account-kccpi.ng is 
an error on one side of an account which is balanced by an error or a scries 
of errors in the aggr-egate of the same value, in opposite direction. Thus, if 
the Purchases Book is undercast by Ks. 100 and the Sales Book is also 
undercast to the extent of the same amount, thus will not afTect the agreement 
of the Trial Balance. 

Q. 59. What Errors does a Trial Balance help to detect? 

A. The agreement of the Trial Balance will be aiiccted by the presence 
of any of the following errors: — 
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1 Omission to post an entry £rom any Subsidiary Record 

2 Posting a Sirrong amount to a Ledger Account 

3 Postmg an amount on the wrong side of a Ledger Account 

4 Errors in castmg Subsidiary Records or Ledger Accounts 

5 Errors in balancing any Ledger Accounts 

6 Omission of a balance of any Accoimt in the Trial Balance 

Q 60 If a Trial Balance disagrees, how would you proceed to 
localise Errors^ 

A IVhere a Trial Balance disagrees and the difference is of an 
appreciably large amount as would materially affect the final accounts, it 
vould ne\er be safe to allow errors to remain undetected Even where the 
difference is of a small amount, it may be the outcome of several grave errors 
of a compensating nature and it would follow, therefore, that all possible 
efforts must be expended to localise the cause of the difference before 
preparation of the final accounts 

Assuming that the Tnal Balance disagrees, the following hints as to the 
steps to be taken to localise errors is sure to prove helpful — ' 

1 He-check the totals of the Tnal Balance including the lists of 
Debtors and Creditors and ascertain the exact amount of the difference 

2 See that the inclusion of Cash or Bank Balance is not omitted 

3 Check the extraction of balances of the Personal and Impersonal 
Accounts and their transfer into the Trial Balance to see that the amounts 
are entered m the right columns 

4, Halve the amount of the difference to see if there is any balance of 
the same amount in the Tnal Balance It may be that the balance is entered 
m the wTong column of the Trial Balance, thus causmg a difference of double 
the amount 

5 If the difference is of a large amount, it would not be a bad plan 
to compare the Tnal Balance with that of the jirevious >ear, in order to 
ascertain whether the figures under the different heads of accounts are very 
near the same as those of the previous year, and whether their balances fall 
on the same side of the Tnal Balance 

6 Very often, the amount of the difference will indicate the nature of 
the errors If the difference is in round sum, it is probable that the mistake 
has been made in castings or in carry forwards If it is in Rupees and Paise 
it IS very likely an error or errors m posting or m extractuig balances 

7 The question as to on whudi side the difference falls will also help 
towards the localising of the errors For instance, if the debits exceed the 
credits, the receipts side of the Cash Book and the credits from the Journals 
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should be gone through for unposted items. H the difference is the other 
way about, the payments side of the Cash Book and the debits from the 
Journals should be scanned for unposted items. It may be that an amount 
exactly equalling the difference has been left off unposted. 

8. If the difference happens to be of an amount which constantly recurs 
in the books, all postings of tliis amount may be checked to advantage. 

9. Glance through the Subsidiary Records to trace unposted items and 
check the carry forwards, at the same time scrutinising loadly written and 
indistinct figures. 

10. Check the postings of the periodical totals of the Subsidiary Books 
into the Ledger. 

11. It should be seen that the opening balances have been correctly 
brought forward in the current year’s books. 

12. The Journal should be scanned to see that the total debits and 
credits of each entry taUiL 

13. The totals of the Sales, tlie Purchases and other Subsidiary Books 
should next be checked. 

14. If all these tests fail to localise the difference, a full re-chock of the 
postings and the additions of Ledger Accounts would be necessitated. It 
would, however, be advisable to re-check the postings and additions of the 
Impersonal Accounts first before resorting to the Personal Accounts. 

15. If the Ledgers are self-balancing, the work would be restricted to 
checldng the balances, postings and casts of only that Ledger whose Trial 
Balance does not agree. 

It may be pointed out that the above steps indicate a general outline of 
procedure as proved by experience to be most helpful and need not necessarily 
be followed in regular order in each case. Those acquainted with the boolcs 
must know best the w'eak sjwts of their work and it must be left to them to 
formulate the plan of action. The location of clerical errors sometimes proves 
to be a most difficult task, but at the same time it is not impossible of perfonn- 
ance provided tlie search is conducted intelligently and assiduously. 

The Trial Balance having been agreed, the preparation of the Final 
Accounts may be proceeded with. 

Q. 61. Assuming that the Book-keeper has agreed the Trial 
Balance at the end of a trading period, what matters will require his 
immediate attention thereafter? 

A. The following matters require to be dealt with immediately after 
the agreement of the Trial Balance: — 

1. Tlie value of stock-in-trade at the end of the trading period must bo 
ascertained. 
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2 AU book debts which have proved to be irrecoverable must be 
written off as bad, and a provision must be made to cover estimated loss on 
debts doubtful of recovery 

3 All outstanding liabilities m regard to expenses incurred during the 
trading period and not naid for should be provided for 

4 All payments made in advance should be apportioned between the 
amount attributable to the period imder review and the one relating to the 
succeeding penod 

5 All income accrued during the period under review and not received 
should be brought into account Similarly, if any income is received in 
advance of the trading period, the same will have to be adjusted 

6 A reasonable provision should be made m regard to wear an d tear 
of fixed assets utilised for the purpose of earmng 

7 The mtcrest on the Caoital of the proprietor will have to be brought 
into account 

All such adjustments are made by means of Journal Entnes 

Q 62 Eirplatn carefully what you understand by a Bank 
Reconciliation Statement 

A All the moneys paid m by the customer m the bank on current 
account as also the sums oatd thereout by the banker are entered up in a 
Pass Book which is kept and written uo by the banker and sent to the depo- 
sitor for verification as and when the latter demands it Since the Bank Pass 
Book records the amounts oaid into the Bank and the amounts withdrawn 
therefrom, the balance on any one date as indicated by this book must be the 
same as the balance shown by the bank columns of the cash book of the 
current depositor on that same date It seldom happens, however, in practice 
that the Bank Pass Book balance agrees with the Cash Book balance on any 
one particular date This is due to the following reasons — 

1 Cheques may have been drawn in payment of accounts due and 
credited in the Bank Column of the Cash Book, but the same may not appear 
m the Pass Book owing to their not having been presented to the Bank for 
payment upto the date on which the two balances are comnared 

2 Up-country cheques may have been paid into the Bank and debited 
m the Bank Column of the Cash Book, but the same may not have been 
credited in the Pass Book on account of the fact that they may not have been 
cleared. 

3 Credit for interest on Currait Account may have been given in the 
Pass Book, but no corresponding entry may have been made m the Cash 
Book 

4 Debits might have been given m the Pass Book in resoect of Bank 
Charges and Commission, but the same may not have been entered in the 
Cash Book 
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A Reconciliation Statement is. therefore, prepared at periodical intem’als 
vnth a view to indicate the items which cause such disagreement between the 
balances as per the Bank columns of the Css h Book and the Bank Pass Book 
on any given date. It is prepared after all the items in the Pass Book are 
ticked off with the entries in the Cash Book Bank Columns. A list is then 
made of such itemis as are found not ticked either in the Cash Book or the 
Pass Book. The unticked items in the Cash Book will represent cheques 
paid in but not credited in the Pass Book, or cheques issued but not presented 
for pajTnent. The unticked items in the Pass Book will relate to the credits 
given, if any, for interest on Current Account or the debits in respect of Bank 
Charges and Commission. 


Q. 63. Fro-rn the following 'particulars, prepare a Bank Recon- 
ciliation Statement showing the Balance as per Bank Pass Book on 
21st December 1966. The foUoiving cheques were paid into the firm's 
Current Account in December 1966, but were credited by the Bank 
in Januani 1967. A. Das, Rs. 250: B. Gupta. Rs. 300; and C. Roy, 
Rs. 240. 

] 

The followbig cheques lecre issued by the firm' in December 1966 
hut toere cashed in January 1967. W. Blue, Rs. 300; Ax White, 
Rs. 500, and C. Black, Rs. 300. 

A cheque for Rs. 100 ichich teas received from a customer was 
entered in the Bank Column of the Cash Book in December 1966, 
but the same was paid into Bank in January 1967. The Pass Book 
shows a credit of Rs. 250 for viterest and a debit of Rs. 50 for Bmik 
charges. The Bank Balance as per Cash Book was Rs. 18.000 on 31st 
December 1966. 


A. 

B.\NK RECONCILIATION STATEMENT 


.As at SlsJ Decenber 1PG6 


Bank Balance as per Cash Book 

Less Cheques paid in but credited by Bank subse- 
quent to 31st December 

Less Cheque entered in December but paid into 
Bank in January 

Less B.ir.k charges not entered in Cash Book 


Rs. 


790 


ICO 

50 


Add Cheques issued before SIst Dece-mbor but pre- 
sented subsequently ... ... - ■ 1,100 

Add Interest credited bv Bank but not entered in 

in Cash' Book . ... ... ~5fi 


Rs. 

18.000 


9 to 
I7.CC0 


1.3.sn 


Bcilance as cor Pass Book 


Rs. 18,410 
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Q 64 Set out below are ike extracts from the Cash Book 
(Bank columns only) and Bank Pass Book of C Das Prepare a 
Reconciliation Statement as on 31sf December 1966 


Dr cash book Cr. 


Date 

Particulars 

1 Amount 

1 Date 

Particulars 

Amount 

1966 


Rs P 

1 1966 , 


Rs P 


To Balance 

3,900JX) 

Dec 

3 1 

By Wages 

1 20000 

„ 4 

„ A Roy 

70000 


5 1 

» Petty Cash 

1000 

„ 7 

„ S Valji 

76000 


6 

„ Interest on Loan 

20 00 

» 9 

„ B Jones 

2S000 


8 

K Drawings 

30000 

- 11 

„ Interest on securit es 

40000 


11 ' 

M Bank Charges 

025 

„ 28 

„ Patel & Som 

12000 


14 

„ Motilal &. Sons 

700 00 

n 29 

„ C NVhitc 

60000 


27 

„ Pestonjee & Co 

90 00 

30 

„ A. Karmally 

2^00 


31 

„ Salanes 

18000 

^ 31 

n Mebta Bros 

30000 



„ A. Gupta 

73000 





- 

„ Balance 

5^75 


Rs 

9^3000 



Rs 

9^30JX) 

Jan. 1 

To Balance 

5999 75 






BANK PASS BOOK 

Dr t^C Das with National Bank of India) Cr 


Date 

Particulars 

Amount 

Date 1 

Particulars 

Amount 

1967 

To A Gupta 

Rs P 
73000 

1966 1 
Dec 31 j 


Rs. P 

3 59975 

» 3 

Commission on 
Caloutu Draft 

0 37 

1967 1 


120 00 


-Telephone & Co 

400i)0 

« 3 ! 

„ C While 

60000 

- 4 

„ S Bomanjee 

22500 

H 4 

„ V Sen & Co Lid 

1 320 00 

- 5 

K Pestonjee & Co 

9000 

^ 5 

» Cash 

40000 

6 

„ Commission on 


" 61 

. A Karmaliv 

2^00 


Delhi Cheque 

J37 

- « 

B Mehta Bros 

30000 


A BANK RECONCILIATION STATEMENT 

As at 3I»f Dec'embcr 1966 


(a) Bank Balance as per Cash Book 

Less Cheques paid Into Bank in December 
but credited in January — 

Patel & Sons 
C White 
A. Karmally 
Mehta Bros 


Add Cheques issued in December but cashed 
in January — 

Rs 

A Gupta 730 

Peslonjee & Co 90 


3^20 00 
2 779 75 


820 00 
3 599 75 


Balance as per Pass Book 


Rs 
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The above problem may also be worked starting with the Pass Book 
Balance, thus: — 


(b) Balance as per Pass Book 

Add Cheques paid into Bank in December 
but credited in January: — 

J. Patel & Sons ... 

C. White 

A. Knrmaliy 
Jilohta Bros. 


Rs. 

120 

600 

2.200 

300 


Less Cheques issued in December but cashed 
in January; — 

Rs. 

A. Gupta ... ... ... 730 

Pestonjee & Co. ... ... ... 90 


Rs. P. 
3..59ri.75 


3.220.00 

6.819.75 


820 00 


Balance as per Cash Book ... ... ... Rs. 5.999 75 

( 

Q. Go. On 31sf March 1967, your Bank Pass Book shoiced a 
balance of Rs. 6,000, to your Before that date, you had issued 

cheques amounting to Jls.i l.oOO, of which cheques amounting to 
Rs. 900 have so far been presented for payment. A cheque of Rs. 800 
paid by you into the Bank\pn 29th Marjeh is not yet credited in the 
Pass Book. You had al^ received cr cheque for Rs. 160, lohich 
although entered by you Ban^Colurnn of the Cash Book, teas 

omitted to be paid into the ^Ist March, a cheque of Rs. 250 

received by you teas paid inti^)}eBmjik but the same was ojnitted to 
be entered in the Cash Book\ a credit of Rs. 85 for Interest 

on Current Account and a debit for Bank Charges. Draw up 

a Reconciliation Statemejit^^^bu^ingoadjustments betioeen your Cash 
Book and Bank Pass Bo(^(S\ ^ / 


A. 


B.ANK RECONCILIATIOR STATEMBN'T 
As nt 31st March 1967 


Balance as per Pass Book 

Less Cheques issued but not presented 

Cheque credited by Bank but not entered in 
the Cash Book .. 

Interest credited by Bank and not entered in 
the Cash Book . . 


Ao’d Cheque paid in but not credited by Bank 
„ Cheque not banked, though entered in the Cash 
Book 

., Bank Charges debited but not adjusted in the 
Cash Book 


Rs. 

GOO 

Rs. 

6,000 

85 

925 

800 

5.005 

160 


10 

970 

Rs. 



Bank Balance as per Cash Book 
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Q 66 From the follototng particulars, ascertain the Bank 
Balance as wcmld appear in the Pass Book of A as at 31sf December 
1966 

1 The Bank Overdraft as per Cash Book on 31st December 1966 was 
Rs 6 000 

2 Interest on overdraft for six months ending 31st December 1966, 
Rs 200 IS debited in the Pass Book 

3 Bank charges for the above period also debited in the Pass Book 
amount to Rs 50 

4 Cheques issued but not cashed, prior to Sl't December 1966 
amounted to Rs 1,500 

5 Cheques paid into Bank, but not cleared and credited before 31st 
December 1966 were for Rs 2 500 

6 Interest on In\estments collected by the Bankers ani 
the Pass Book amounted to Rs 1 800 

A 

BANK RECONCILIATION STATEMENT 
As at 31st December 1966 

Rs 

Bank Overdraft as per Cash Book 

Add Interest on Overdraft debited m the Pass Book 200 
Bank Charges debited in the Pass Book 50 

Cheques paid into Bank but not yet collected 2 500 


Less Cheques issued but not cashed I 500 

Interest on Investments credited by Bank but 

not adjusted m the Cash Book 1 600 

Bank Overdraft as per Pa's Book 

Q 67 How would you rectify errors in Accounting"^ 

A As a rule errors are rectified by means of Journal Entries but in 
some cases rectification may be done without oassing any Journal Entry 
Where the Journal is used as a means of correcting a mistake there should 
be a detailed narration fully explaining the rectification 

Q 68 How would you rectify the following errors discovered 
after the preparation of the Trial Balance^ 

1 An amount of Rs 15 representing Cash Discount allowed by P 
Atmaram on payinent of his account stands debited to his account in the 
Ledger, but is not shown in the Discount Column against the payment entry 
m the Cash Book 

2 An item of Rs 750 paid for the ourchase of a Gas Engine has been 
debited to Cash Pyr^ha^es Account from the Cash Book 


credited m 


Rs 
6 000 

2 760 
8 750 

3 300 
Rs 5 450 
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Q 69 Pass Jourrml Entries necessary to rectify the following 
errors — 

1 An amount of Rs 200 withdrawn by the proprietor for his personal 
use has been debited to Trade Expenses Account 

2 A purchase of goods from T Nathan amountmg to Rs 300 has been 
wrongly entered through the Sales Book 

3 A credit sale of Rs 100 to C Jairam has been wrongly passed 
through the Purchases Book 

4 Rs 50 received from Shaw & Co , have been credited to Shah & Co 

5 Rs 175 paid on account of salary to the Cashier C Go\md stand 
debited to bis personal account 

6 A Contractor’s bill for extension of premises amounting to Rs 2,750 
has been debited to Building Repairs Account 

7 On 24th June, goods of the value of Rs 250 were returned by A. 
Ramrao and were taken into stodc but the returns were entered m the books 
under date 3rd July i e after the expiration of the financial year on 30th June 

8 A Bill of Rs 125 for old Office Furniture sold to D Jivaji %vas 
Entered in the Day Book 

9 The penodical total of the Sales Book was cast short by Rs 100 

10 An amount of Hs 80 received on account of Interest was credited 
to Commission Account 

11 An amount of Rs 105 paid for wages is posted twice to the debit 
ef Wages Accoimt 

A. JOURNAL ENTRIES 


I 

2 ( 0 ) 

m 

3(0) 

(ft) 


L.F Rs 

Prawiogs Account Dr 2tX) 

To Trade Expenses 

(Foi the aroounl withdrawn lot peisonal use wrong!? 
charged to the latter accooot) 

Sales Account Dr 300 

To T Nathan 

l^ing <ne cancellation d\ tbe entry passeh tbiougb 
the Sales Book ) 

I Purchases Account Dr 300 

To T Nathan 

(To record the credit purchase from the latter) 

C. Jairam Dr 100 

To Purchases Account 

(Being cancellation of the entry passed through the 
Purdiases Book.) 

C. Jairam Dr JOO 

To Sales Account 

(Being the entry to record the credit sale ) 


Rs 

200 

300 

300 

100 

100 
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JOURNAL ENTRIES— confd. 


t 

4. i Shah & Co. • . . . , . . Dr. 

[ To Shaw & Co. 

■ (Being the rcctiGcation of a wrong credit given to the 
I former account.) 


5. 


6 . 


i Salaries Account .. .. .. Dr. 

, To C. Govind 

' (Being the adjustment of Salao' wrongly debited to the 
! Personal Account of the cashier.) 


i Building Account . . . . . . Dr. 

i To Building Repairs Account 

1 (Being the adjustment of amount wTongly debited to 
I the latter Account.) 


Returns Inwards Account .. .. .. Dr. 

To A. Ramrao 

(Being the entry necessary to record the Returns Inwards 
within the financial period.) 



175 


2,750 


250 


Rs. 


50 


175 


2,750 


250 


Note; — The entry recording the above returns made under date 3rd 
July \viil have to be cancelled by passing a reverse entry under that same 
date debiting A. Ramrao and crediting Returns Inwards Ac'count. 


8 . 


Sales Account .. .. ..Dr. 

To Office Furniture Account 
(Being the sale of old Office Furniture wrongly p.isscd 
through the Sales Book.) 


125 ' 

125 


9. The rectification of this error does not need any Journal Entry. 
Rs. 100 will have to be added to the addition of the Sales Book and cor- 
responding amount will have to be added to the credit of the Sales Account 
in the Ledger. 


10. Commission Account .. .. ..Dr. 80 

; To Interest Account 80 

j (Being the adjustment of amount wrongly credited to 

i the former account.) i 


11. No Journal Entry is needed to adjust this error. One item of Rs. 105 
will have to be ruled out from the debit side of the Wages Account in the 
Ledger. Another way of rectifying this error v,ill be to credit tlie Wages 
Account with Rs. 105 to offset the excess debit. 


CHAPTER n 


TR\DI>G AM) 5L4iMJFACrnJRINC ACCOUNTS, PROFIT AND 
LOSS ACCOUNT AND BALANCE SHEET 

Q. 70. What purpose does a Profit & Loss Account served 

A. Tte Profit & Loss Account serves to show to the trader the net 
profit or the net loss resulting ftxim his transactions during anj particular 
period 

Q. 71. Describe the two mam dtnsions of Profit & Loss Account 

A The Profit & Loss Account is diwded into two sections — 

1 Th»* Trading Account, and 

2 The Profit &. Lo^s Account 

Tlie Trading Account shows the result of the buying and selling of goods 
It therefore contains m a summarised form all the transactions occurring 
during a trading period which have direct relation to the goods dealt in by 
the business In preparing this account, the general establishment charges 
are ignored, and only the transactions in goods are included. The balance of 
the Trading Account represents the gross profit on trading for the period, i e 
the excess of the selling price of the goods sold o\ er iheir purchase price 

The Profit L Loss Account is credited with the amount of the Gross 
Profit as shoi^m by the Trading Account. It is also credited with other items 
of gam, such as, rents received, interest earned, discount earned, etc It is 
then debited with all the expenses madenlal to the carrying on of the business 
such as office rent, salaries, trade expenses, printing, advertismg, etc , and any 
other item of expense as has not been charged to the Trading Account If the 
credit total of this account is heavier, the result represents net profit to the 
extent of the difference, and if the debit side is heavier, it means net loss 

Q. 72. What items generally appear on the debit and credit sides 
of the Trading Account"^ 

A. The following items usually appear on the debit and credit sides 
of the Tradmg Account — 

On the Dehit side. — 

1 Stock on hand at the commencement of the period 

2 Total Purchases made dunng the period, less %alue of Returns Out- 
wards. ^ 

3 Direct Charges, i.e such expenses as add directly to the cost of 
the goods purchased, such as Frei^t, Duty, Clearing Charges, Dock Dues, 
Carnage Inwards and Cartage. 



trading and MANCrscrURING ACCOUNTS 


59 


On the Credit side: — 

1. Total Sales made during the period, loss the value of Returns 
Inwards. 

2. Stock on hand at the end of the period. 

The excess of the credit total over the debit is called the Gross Profit, 
i.e. the excess realised on the sales over the purchase price of the goods sold 
and is transferred to the Profit and Lo.ss Account. 

Q. 73. Give the usual form oj Trading Account. 

A. In its simplest form, tlie Trading Account \rill appear as under: — 


TRADING ACCOUNT 



Rs. 

Rs. 


■ - Rs. : 

Rs. 

To Stock at commencement 


20,000 

By Sales 

. . 1,20.000 


„ Purchases 

Less Returns 

70,0f0 

1,000 


Less Returns 

" .. 1,200 

1 18 800 

69.000 

„ Stock at close 



25,000 

„ Oirriage Inwards 


1,500 



,, Gross Profit carried to Profit 





Loss Account 


5.1.300 





Rs. 

1,43,800 


Rs. 

1,43,800 








Q. 74. What advantages accrue from the preparation oj a 
Trading Account? 

A. The advantages of a Trading Account are: — 

1. It shows the gross result arising from tlie buying and selling of goods. 

2. It enables a comparison to be made of the purchasc.s. sales and slock 
of one period Avith similar items of the preceding period and thus help to 
detect the weak spots of the business. 

3. It provides means for the ascertainment of the ratio of gross profit 
to the turnover, in order to find out how far the anticipated results have been 
acliieved. 

4. It affords a check on the percentages which the expenses of adminis- 
tration and distribution bear to the gi'oss profit. 

Q. 7,5. What benefit ivould be secured by the preparation oj a 
comparative Trading Account? 

A. A comparative scrutiny of Uie various figures embodied in the 
Trading Account with similar figures of the prorioas period would help those 
in management to maintain a finm grip on the details of the businc.'^s and 
would equally enable them to draiv conclusions ivhich might prove of 
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inestimable \alue In any case, sudi a comparison would mform them of 
the following pomts — 

1 "^Vhether there ha^ been any increase or decrease in the ratio of gross 
profit to turnover, and if so, how such variation can be accounted for If the 
results disclose a steady decrease m the ratio of the gross profit from period 
to period, it would signify a sad state of affairs and would naturally call for 
urgent and drastic remedies 

2 To what extent the stock has been fluctuatmg and whether such 
stock IS mamtamed within legitimate limits 

3 Whether the buying has been judiaous 

4 How far the sales are on the mcrease or otherwnse 

5 ^Vhether there has been any theft or leakage of goods 

Q 7G If the percentage of gross profit to the turnover of the 
current period shows an abnormal increase over the similar percent^ 
age of the previous period, what causes may account for the same’ 

A Any one or more of the following causes may account for an 
abnormal increase in the ratio of gross profit to the turnover — 

(a) The stock might have been overvalued due to a different basis of 
\aluation having been adopted or due to errors m inventories 

(b) The purchase pnce during the 'period having remained constant, the 
sale pnce may have been enhanced. 

(c) Goods may have been taken m stock, but the corresponding purchase 
invoices may not have been entered. 

(d) Goods entered as sold but not delivered may have been inadver- 
tently included in stock 

(e) Some sales may have been entered twice 

Q 77. Give the causes that may account for an unusual decrease 
m the percentage of gross profit to the turnover as compared with 
similar percentage of the preceding period 

A An unusual decrease in the ratio of gross profit may be accounted 
for by any one or more of the following reasons — 

(a) Stock may have been under-valued. 

(b) Whereas the sale price of the goods dealt in may have remamed 
the same as m the previous year, the purchase price may have gone up 

(c) There might have been pilfenngs of stock. 

(d) Some purchases might have been entered twice 

(e) Goods entered as bought may not have been received and thus not 
included m stock 
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(f) Some sales moneys may have been misappropriated and the sales not 
accounted for. 

(g) Goods sold and actually delivered may not have been entered in the 
Sales Books due to inadvertence. 

Q. 78. Describe the steps necessary for proper stock-taking and 
the basis to be adopted for stock valuation. 

A. As the figure of Closing Stock would materially affect the trading 
results, it becomes necessary to see that the greatest possible care and 
trouble are taken to include this item at a fair and correct value. For this 
reason, inventories of unsold goods on hand at the close of each trading 
period should be most carefully prepared under the strict supervision of some 
responsible person. All quantities as entered on the Stock Sheets and the 
rates should be i^checked by some competent and reliable persons. Even 
the extensions and calculations made by one set of clerks should be checked 
by some other independent assistants. 

The basis of valuation generally adopted is the actual cost price. If, how- 
ever, any part of the stock is damaged or shopsoiled or has become obsolete or 
unsaleable, due allowance will have to be made for such depreciation in value. 
Unsold stock should never be valued at selling price, if that price exceeds the 
cost price. If the goods unsold are valued at selling price, the result would 
be to anticipate a profit upon them which may or may not be realised. In 
other Avords, the profit on goods should only be brought into account when 
thej' are actually sold and deliA'ered, If. however, the market price is less 
than the cost price, then a loss has eridentlj’ been incurred, since the goods 
can only be sold at a loss, and under such a circumstance, they should be 
valued at the market price. 

Note: — ^Tlie student will bear in mind the fact that the figure of closing 
stock has to be shown on the credit side of the Trading Account in order to 
ascertain tlie gross profit, and will then understand how any over-valuation 
or imder-valuation of thb item awII shoA\' restilts at once misleading and false, 

Q. 79. What principles shoidd he kept in view while vahiing 
closing stock? Is there any exception to the general rule? 

The following principles may be laid doAAm as sound in determining 
the A-aluo of tlie stock of unsold goods on hand, viz.: — 

1. Profit on goods is deemed to haA’e been earned only Avhcn the goods 
are actually sold; 

2. No profit should be anticipated and taken credit for until it is earned; 

3. If there is any chance of a loss likely to arise, flic same must imme- 
diately be provided for: and in A’ieAv of the aboA-e rules, it follows that 
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4 The stock of unsold goods should always be valued at cost pnce or 
market pnce, whicheser is the lower 

An exception to the above general rule in regard to stock valuation is to 
be found m case of the Wine and Timber Trades where the stocks appreciate 
in value from year to year due to their maturing in quahty In such a circum 
stance it is permissible to add a reasonable percentage to the ongmal cost at 
penodical mtervals to cover the burden in resnect of inteiest on the portion 
of capital thus locked up In no case, however, should such value exceed 
the then market value of similar class of goods 

Note — An important pomt in connection with stock valuation is that the 
basis of \aluation adopted from year to year must be consistent in order to 
afford material for reliable comnansons of trading results 

>< aF u 

Q 80 Mention the scdtent points in connection with the follow- 
ing items for the purpose of iketr inclusion either in the Trading or 
Pro^t and Loss Account 

(a) Purchases 

(b) Packing Materials 

(c) Freight, Carnage and Cortege 

(d) Customs and Excise Duties 

(e) Dock Dues and Clearing Charges 

(f) Sales 

A (a) Purchases —This (Item should include cash as also credit pur- 
chases of all goods bought for re-sale during the trading period The gross 
purchases ^vlll appear in the inner column and the net amount after deduc- 
tion of Returns Outwards m the outer column of the Trading Account 

It should be seen that all goods entered in the Purchases Book and 
remaming unsold are included in the Closing Slock 

Sometimes, Invoices are received m advance of goods and if the cor- 
responding goods have not arrived before the close of the tradmg period, 
neither should such Invoices be entered in the Purchases Book nor should 
the goods be taken m Closmg Stock 

A pomt of equal importance is to see that all goods received and included 
in the stock are duly entered up m the Purchases Book 

(b) Packing Materials — Where the articles dealt m call for special pack- 
mg of a costly nature, such peckmg charges would naturally be mcluded m 
the sale pnce of goods, and the cost of packing must, therefore, be trea+ed 
as a charge to the Tradmg Account Packing charges incurred m the ordi- 
nary way may be treated just like any other business expense and charged 
to the Profit and Loss Account 
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(c) Freight, Carriage and Cartage.— Freight, Carriage, and Cartage 
inwards on purchases of goods for re-sale are always looked upon as forming 
additional cost of such goods and are, therefore, shown in the Trading Account. 

On the other hand, Freight, Carriage or Cartage ouhr-ards. if incurred in 
despatching the goods to the customers, will have to be treated as a soiling 
e.xpense and will be charged to the Profit and Loss Account. 

(d) Customs and Excise Duties. — Customs Duty is levied either on goods 
imported or exported. Excise Duty is one levied on indigenous products 
used for local consumption. If such duties are paid on purchases, they should 
appear in the Trading Account whereas if they are paid on sales, they should 
be charged to the Profit and Loss Account and treated as a selling expense. 

(e) Dock Dues and Clearing Charges — ^Those incuned on Purchases 
would be shown in the Trading Account, and those on Sales in the Profit and 
Loss Account. 

(f) Salcs.-^Tlris item should include all cash and credit sales of goods 
effected during the period. The gross sales should appear in tlie inner column 
and the net figure after deduction of Returns Inwards in the outer column 
on the credit side of the Trading Account. 

In regard to the entries in the Sales Book a few days before the clo.se 
of the financial period, it should be seen that the corresponding goods have 
been taken out of the bulk and delivered. In any case, goods entered a.s sold 
should not be treated as forming part of the Closing Stock. 

Q. SI. How does a Manufacturing Account differ from a Trad- 
ing Account? 

A. A Manufacturing Account is prepared in a manufactuvmg business 
quite distinct from the Trading Account in order that whereas the Manufac- 
turing AccoAint may ser\'e to indicate the results of the Manufacturing 
Department, tlie Trading Account may help to reflect the results achieved by 
the Selling Department. 

Q. 82. What items generally appear on the debit mid credit sides 
of the Manufacturing Account? 

A. As to what items should appear on the debit and credit sides of the 
Manufacturing Account would depend upon the information that is sought to 
be obtained therefrom. With some manufacturers, a Manufacturing Account 
is drawn up solely for the purpose of arriving at the actu.al Cost of Production 
of the goods manufactured during a given period. With others, a Manufac- 
turing Account is prepared with the object of finding out what profit, if any, 
has been made by the Manufacturing Department. In any case, where 
separate Manufacturing and Trading Accounts are prep-ared. whereas the 
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Manufacturing Account would deal with raw materials, partly manufactured 
goods and manufacturing expenses, die Trading Account would necessarily 
deal with Finished Goods only 

Q. 83 (a) What items would appear in a Manufacturing 

Account prepared toith, a view to indicate the actual cost of production 
and how would this account he ultimately dealt with"^ 

(b) How would the Trading Account appear under such a 
circumstance^ 

A. (a) Where the Manufacturing Account is compiled with a view to 
ascertam the actual manufacturmg cost of the articles produced, there would 
appear on the debit side, the Opemng Stock of Raw Materials and Goods-m- 
Process of Manufacture, Purchases of Raw Materials and Carnage or Cartage 
thereon, Manufacturing Wages and all other expenses relatmg to the factory 
Against these would be set off, on the credit side, the closmg stock of Raw 
Matenals and Goods-m-^rocess of Manufacture at actual cost The account 
would then show neither profit nor loss, and the balance representmg the 
actual cost of production of the Finished Goods, would be transferred to the 
Trading Account 

(b) The Trading Account in this case would stand charged wnth the cost 
of the finished goods ascertained as above On the debit side of this account, 
there would also appear the Opening Stock of Finished Goods, the outside 
Purchases of Finished Goods, if any, and the direct charges thereon On the 
credit side would be shown the Sales and the Closing Stock of Finished Goods 
The difference between the two sides of the Tradmg Account, in this case, 
would indicate the gross profit inclusive of the profit, if any, made by the 
Manufacturing Department 

Q. 84 (a) State why it is necessary for a manufacturer to 

ascertain the profit, if any, made by fits Manufacturing Department 
apart from the gross profit made by the Selling Department 

(b) How should the Manu/ocfunng Account be constructed in 
order that it may indicate the acttud profit or \oss made hy the manu- 
facturing department^ ^ 

(c) How would the Trading Account he prepared under this 
circumstance and what purpose will it served 

A. (a) In a large manufacturmg concern where so man y varied factors 
enter into the cost of production of the articles manufactured, it is highly 
desirable that the proprietors diould be able to see for themselves as to what 
profit IS made by their Manufacturing Department apart from the profit 
earned by the Sales Department, Hus is necessary in order to ascertam 
whether the Manufacturing Department has justified its existence It may be 
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mentioned that, it would be no use continuing with this department i£ it is 
found that the goods cannot be produced at a profit, i.c., at anything less than 
their current trade price. The current trade price, in tills case, v.'ould mean 
the price at which similar articles can be bought from other manufacturers. 

(b) When a Manufacturing Account is prepared v/ith a view to find out 
profit or loss on manufacturing, all the items on the debit side of this Account 
would be shown in just the same manner as descrilied in the immodiate^ireced- 
ing question. On the credit side also will be shown the Closing Stock of Ravr 
Materials and Work-in-Progress (the same as in the previous case). In this 
case, however, instead of the difference between the two sides being shown as 
a balance representing the Cost of Production of Finished Goods, the Finished 
Products during the year v/ould be vnlucd at the Current Trade Price and the 
amount thus arrived at -will be debited to the Trading Account and credited to 
the Manufacturing Account. Tlie Manufacturing Account will now serve to 
indicate the profit or loss on manufacturing, and the difference on this account 
will be transferred to the Profit and Loss Account. This will close the Manu- 
facturing Account. 

(c) The Trading Account, in this case, will stand charged with the Trade 
Price of the Finished Products for the purpose of sale. The result thus indi- 
cated by the Trading Account, after the other usual debits and credits are 
given, would signify the true gross profit made by the Trading Department. 

Q. 85. When is a combined Trading and Mannjacturing Account 
prepared and what would s^tch an account signify? 

A. There are small manufacturing businesses wliich prepare a combined 
Manufacturing and Trading Account. Such an account v.’ould naturally include 
all items dealing with the manufacturing costs and the sales, but will fail to 
indicate the actual profit made by the Manufacturing Department as distinct 
from the trading results. The resultant gross profit as ascertained by this 
combined account would include the profit made from manufacturing as also 
the gross profit on sales. 

Note: — ^For examination purposes, where separate Manufacturing and 
Trading Accounts are not required, the student would do wmll to prepare a 
combined account. On the debit side of this account would bo shown the 
opening stock of Raw Materials, Work-in-Progress and Manufactured Goods, 
Purchases of Raw Materials and Direct Charges thereon, as also all the Factorj- 
Expenses. Against these would be set off the Sales and the Clo.ring Stock 
of Raw Materials, Work-in-Progress and Manufactured Goods on the credit 
side. Tlie difference w’ould then represent the Gross Profit on Sales includ- 
ing tlie manufacturing profit. 

Q. 8G. Give the Forms in which the Manufacturing and Trading 
Accounts woidd usually appear under each of the following cir- 
cumstances: — 
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(a) "Where a separate hlanufactunng Account is prepared mlh a view 
to ascertain the actual cost of production, 

(b) V*Tiere a separate Manufecturmg Account is prepared with the 
object of ascertaining the profit made by the Jil^ufactunng Department as 
quite distinct from the gross profit made by the Sales Department 

(c) Were one comhmed Manufacturing and Tradmg Account is prepiared. 


A. 86. (a) ^Vhere the Manufacturing Account is prepared with the 

object of showing the Cost of Produefaon, the Gross Profit as disclosed by the 
Trading Account v ould include manufacturing profit as also the gross profit 
on sa^es 


IIAIOJFACTURING ACCOUNT 
(Showing Cost of Production) 


To Stoti at commenseineat — 
Raw Matenals 
Partly ^ial3I:factured 
Goods 


„ Carnage Iswards on Ra a 
V latenah 

Dfftct Wages (Productive) 
« Faeiery Expenses — 

Rent and Taxes 
UgbLDg and Heating 
Motive Power 
Coal and Coke 
Factory Insurance 
Indirect Wages 
(non productive) 
Repast to Plant d. 

Factory Building 
Dcpreaaiion on Plant 
Depreciation on 
Factory Building 


By Slock at end — 

Raw Matenals 
Partly Manufactured 
Goods 

Coir of Production during the 
period trarjferred to Trading 
Account 


TRADING ACCOUNT 


(Showing Gross Profit incJusiTe of Profit on Production) 


To Slock of Finished Products at 
commencement _ f j 

Rs. 

BySales 

Lets Returns 

Rs. 

from ’ Manufacturing Account • 
„ Purchase of Finished j 

Products - 1 

Less Returns • : 


M Stock at end — 

Finished Products .... 


, Carnage Inwards thereon 
„ Gross Profit— transferred to 
Profit & Loss Account 



! 

Rs. • 


! 
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(b) Where the Manufacturing Account is prepared v.ith the object of 
showing the profit made on Manufacturing, the Gross Profit as disclosed by 
the Trading Account would indicate the gross profit on sales. 


T.IAKUFACTUTIING ACCOU^'T 
(Showing Profit on Manufacturing) 


Rs. 

To Stock at commencement: — 

Raw Materials i 

Partly Manufactured i 

Goods . . j . 

„ Purchase of Raw Materials j 

Less Returns 


„ Carriage Inwards on Raw 
Materials 

„ Direct Wages (Productive) j 

„ Factory Expenses : — , 

Rent and Taxes t 

Lighting and Heating .... 

Motive Power . . . . j 

Coal and Coke j 

Factory Insurance 

Indirect Wages (non- j 

productive) i 

Repairs to Plant and j 

Factory Building < 

Depreciation on Plant 

Depreciation on ' 

Factory Building | 

„ Gross Profit on Manufacturing— 
transferred to Profit and Loss | 
Account ' 1 


Rs. ' .... 


Rs. 

By Stock at end : — 

Raw Materials 

Partly .Manufactured 
Goods 


Trading Price of Finished 
Products transferred to 
Trading Account 




TRADING ACCOUNT 


(Showing Gross Profit on Sales) 


1 

To Stock of Finished Products at i 
commencement j 

„ Mamifacliiring Account : — i 

Transfer of Trade Price of j 
Finished Products 1 

„ Purchase of Finished | 

Products 

Less Returns | 

Rs. 

By Sales 

Less Returns 

.... 

Rs. 

.... 

„ Stock at end : — 

Finished Products 


.... 

„ Carriasc Inwards thereon ! 

„ Gross Profit on Sales— trans- | 
ferred to Profit and Loss i 
Account j 


• 



Rf 1 

1 

— 


Rs. 

.... 
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(c) C01IBIr»'ED MAlvUFACTCBIKG ASD TRADING ACCOUNT 





TRADING AND MANUrACITRING NCXOI'NTS CD 

A. (a) Raw Materials and Stores.— In a manufactuiing concern this 
item Avould denote purchases of raw materials and stores and will appear on 
the debit of the manufaclxuing account Freight, Carriage or Cartage and 
Dock Charges, if any, on the purchase of raw materials must also be shoAwi 
in the manufacturing account. 

As raw materials and stores are held by a manufacturing concern not for 
the purpose of re-sale in tlieir original condition, but to be utilised in the 
process of manufacture, the basis of valuation usually adopted is the cost price. 
Tlie cost price for this purpose would bo the net invoice price plus freight, 
duty, carriage inwards, etc. Under ordinary circumstances, even if the market 
price has fallen below cost, the value of the raw materials and stores in slock 
need not bo brought down to that level. Wlien, however, the fall in market 
price is appreciably heaA'j’ so as to affect the selling price of the manufactured 
products, it would be desirable to value these at market price. 

(b) Materials Consximed. — ^This item generally appears on the debit of 
the Manufacturing Account. It is arrived at by taking the figure of opening 
stock of raAV materials, adding thereto the purchases during the period and 
deducting from the total the closing stock of raw materials. 

(c) Productive Wages. — In the absence of any information to the 
contrary, tlic item of wages (in a manufacturing concern) would alway.s mean 
manufacturing wages and would find its place in the manufacturing account. 
In case of a trading concern, the item would -appear in the Profit and 
Loss Account. 

Wages, if any, due to the end of the financial period and not paid should 
be brought into account as an outstanding liability. 

Wages, paid to workmen who may haA'e been employed in manufacturing 
loose tools or plant or on erection of plant or in making extensions to works 
premises, are allowed to be capitalised and should be charged to the as.set 
account in question. 

(d) Finished Products. — Tlio basis for the valuation of Finished Products 
should be the actual Factory Cost as in case of partly finished goods. It is 
alwaj's sound and prudent not to add any percentage in respect of office oncost. 
An iinportant point to be borne in mind while valuing finished and partly 
finished products is that if the actual cost of these exceeds their market price, 
tlie market price should be the basis of valuation and not the cost price. 

Where a manufacturing account is prepared quite distinct from the 
Trading Account, the openmg and closing stocks of Finished Products will 
appear on tlie debit and ci-edit sides of the Trading Account and not in the 
iManufacturing Account, as the latter account is supposed to deal with Rav.- 
Materials and V7ork-in-process of Manufacture and the Trading Account with 
Finished Products. 

(e) Roraltics. — In a manufacturing concern, thi-= item would .'dignify 
amounts paid to the patentees for the right to use their patents in connection 
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With manufacturing processes In a pubbshing business the same item would 
mean amounts paid to authors for the nghti to print, publish and sell their 
works In a mining business, this iton signifies amounts paid to the lessor 
by the lessee of a mine for the right to work the mine 

Where a separate Manufacturing or Workmg Account is prepared this 
item would be charged to such an account, but in the absence of such an 
account the amount would appear as a debit m the IVadmg Account 

(f) Manufacturing Expenses or Factory Charges — Under this head are 
generally included all the various expenses which have a direct bearing on 
the runnmg of the factory or works such as Factory Rent Factory Insurance, 
Motive Power Engine room Stores Factory laghting Repairs of Plant, 
Depreciation on Plant etc 

"Where a separate Manufactunog Account is prepared all such expenses 
will be charged thereto, otherwise they will be charged to the Trading 
Account 

Q S9 What IS the junction of the Profit & Loss Account, and 
what items usually appear on the debit and credit sides thereof^ 

A The function of the Profit and Loss Account is to enable the trader 
to ascertain the Net Profit or Net Loss resulting from business transactions 
during a given period 

The Gross Profit as shown by the Trading Account would "be transferred 
to the credit of the Profit and Loss Account On the credit side of the Profit 
and Loss Account would also be shown other items of miscellaneous income 
such as Interest, Commission, Discount, Dividend Profit on Exchange Bents 
received etc On the debit side would be set out all the expenses incidental 
to the carrying on of the busmess such as Office Rent, Salaries, Insurance, 
Advertismg Printing and such other expenses or losses as may have arisen 
in course of earning the above income 

Q 90 What are the important points to be borne in mind in the 
construction of a Profit & Loss Account^ 

A In constructing the Profit and Loss Account, the points to be borne 
m mind are — i 

1 That only such items of income and expenses as properly belong to 
the business are included on both sides of the account 

2 That the items included appertain to the trading period under review 

3 That each item of income or expenditure is shown under its appro- 
priate head 

4 That there is a proper grouiKng and classification of items 

5 That the whole Account is constructed upon a consistent basis from 
year to year so as to admit of useful comparisons 
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Q. 91. What form should a Profit & Loss Account take? 

A. precise form that the Profit and Loss Account should take 

must of necessity vary Avith the nature of the business and the quantity and 
quality of the information the proprietors of the business would seek to obtain 
from the account. But, in any case, it is essential for the account to be so 
dra\\-n up as to disclose the fullest information at a glance, as also to enable 
an .easy comparison to be made of the various expenses and the sources of 
income vith similar items of the previous records. 

Note: — ^The 'grouping and classification of the expenses and the income 
as suggested on the next page has been found in practice to be of considerable 
advantage as it conveys most valuable information in a readily comprehen- 
sible manner and may be adopted by any concern with such modifications as 
may be necessarj- to meet the particular requirements of the business. 

Q. 92. Is any adjustment of Nominal Accounts necessary before 
the preparation of a Profit & Loss Account? 

A. Since the object of the Profit and Loss Account is to show the true 
net profit or loss resulting from trading during any given period, it should be 
seen that only items of expenses and income belonging to the period covered 
by such account are embodied therein. It frequently happens that certain 
expenses such as Salaries, Rent. Advertisement, etc. relating to a trading 
period do not* appear in the books of that period, simply because they have 
not been paid or the demand notes in respect of them have not been received.' 
On the other hand, it happens that expenses under certain heads, such as 
Fire Insurance Premium. Telephone Subscription, etc. are usually paid for a 
year in advance, and it may be that the period for which seiaaces are to be 
received in return for these Pajmrents extends far beyond the close of the 
financial period. Further, it may be that income by waj* of interest on loans 
granted or Interest on gilt-edged securities has accrued duo within the period 
but has so far not been entered in the books as the same has not been received 
or it may be that income beyond the period under reriew has already been 
received in advance. Proper allocations and adjustments would therefore 
have to be made in respect of outstanding liabilities for expenses, c.xpenses 
prepaid, income accrued due and not received or income received in advance, 
if there be any, after a careful scrutiny of the Nominal Accounts concerned 
in order that the net result as shown by the Profit and Loss Account may be 
accurately ascertained. All such adjustments and apportionment: arc made 
by means of Journal Entries. 

(Fcr Prof.i C”d Loss Accour.r. see r.cxt po.fjcA 

Q. 93. Explain fidly ichat you understand by the following 
items and ichat adjustments need be made in connection therewith at 
the end of each financial period: — 

[CoNtd. ct feat of -.oxt r''"SC 
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PROFIT AND LOSS ACCOUNT 
For the year ended 





PROnr AND loss ACCOUNT 


A. ( 3 ) Outstanding Liabilities for Expenses. — In most businesses, it is 
usual to pay items of expenses such as rent, salaries, wages, etc. of each month 
in the subsequent month. Now, in arriA'ing at the true amount of profit 
earned in any particular period, it is necessary' to charge against it, not only 
the expenses which have actually been met, but also those which have accrued 
during the period and remain undischarged at the date of the accounts. If then 
the trading period of a business ends on the 31st December, it would follow 
that the office rent, staff salaries and wages, etc. for the month of December, 
not having been paid in that montl^wiU not appear in the books for the period 
ended 31st December; and yet, as expenses imder these heads have been 
incurred and as they belong to the trading period ending with 31st December, 
it is necessary that they be charged to the Profit and Loss Account of the 
period. Hence tlie importance of bringing all such outstanding fiabilities for 
expenses into account. 

Such an adjustment is made by means of a Journal Entry debiting the 
various nominal accounts concerned with the amounts due and crediting an 
account called “Outstanding Liabilities for Expenses”. The latter account 
will appear as a liability in the Balance Sheet. The effect of such an adjust- 
ment AAoU be to bring the Expenses Accounts concerned to their proper level 
representing the total e.xpenditure under each head for the trading period 
under review, and at the same time to disclose the fact of a liability outstand- 
ing at the close of the financial period. '' 

(b) Prepaid Expenses. — It is equally important to see that if any item of 
expenditure on revenue account is paid in adA'ance for wliich no benefit has 
yet been obtained, a credit is taken for the proportionate account represent- 
ing the extent to AA'hich the benefit has yet to be received. Thus, the accounts 
for Telephone Charges, Subscriptions to Trade' Periodicals, Fire Insurance, 
AdA’ertisements, Municipal and other Taxes should be scrutinised to ascertain 
hoAV far the paynnents under any of these heads are made in adATince extend- 
ing beyond the trading period, so that a credit may be taken for the propor- 
tionate amount belonging to tfie succeeding period. 

■ If, therefore, any expenses appear to have been paid in adA'ance, the 
nominal accounts concerned should be adjusted, so that the proportionate 
amount applicable to tlie period of trading only may be charged off to the 
Profit and Loss Account as e.xpenses for the period, and the amount paid in 
adA'ance may be carried forAA-ard to the next period by being shown in the 
Balance Sheet as an asset under the heading “Expenses Prepaid” or 
“Expenses Paid in Advance”. This is done by means of a Journal entry 
debiting Expenses Prepaid Account and crediting the nominal account con- 
cerned Avith the amount to be carried forward. 

(c) Income accrued but not rccch-cd. — If there is any item of income 
such as rent receivable, interest on securities, interest on loans granted, or 
commission, etc. earned and belonging to the period and not received, it is 
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right and permissible that such credits be brought in, m order that the whole 
of the income attributable to the period may be shown in the accounts 

The necessary adjustment for the purpose of bnnging such accrued 
income into account should therefore be made by means of a Journal Entry 
debiting Outstandmg Income Account and creditmg the source of income 
The debit to Outstanding Income Account will appear as an asset in the 
Balance Sheet 

(d) Income received in adrance — I^a trader finds at the end of the 
financial period that he has received money on some account, m respect of 
which the full service has not been rendered Vsy him, it becomes necessary for 
him to treat as income only such portion thereof in respect of which the 
service has been rendered and to treat the balance as a Lability That portion 
of the amount in respect of which the service still remains to be rendered mil 
have to be ascertamed, and the necessary adjustment will be made by passmg 
the Journal entry debiting the nominal account concerned and creditmg an 
account styled “Income Received in Advance” This credit balance on the 
latter account will be shown as a habihty on the Balance Sheet At the com* 
mencement of the succeeding penod, the above entry would be reversed, 

Q 94. Explain what you know of the term "Depreciation*’, and 
why it is necessary to make an adjustment in respect thereof at the 
end of each trading penod 

A. Depreciatiou.*-It is a matter of common knowledge that all fixed 
assets, such as plant, machinery, tools, buildings leasehold or freehold, wagons, 
furniture, fixtures, etc gradually dimmish m value as they get older and be- 
come worn out by constant ^use m the busmess^ After a number of years, 
they become absolutely useless for the purpose for which they were originally 
intended and have then to be discarded and sold off at break up value 

In order that a trader or a manufacturer can arrive at a true amoimt 
of net profit made m course of a given period, it is necessary that sugh gradual 
loss by way of depreciation m the value of the assets should be provided for 
The general prmciple that is observed m this connection is that all assets of a 
wastmg nature should be written down in the books to their scrap value by 
the time they become useless for the purposes of the busmess This is done 
by estimatmg the probable “life” of each asset and also the amount that 
would be realised on sale of that asset at the end of the penod The differ- 
ence between the ongmal cost and the estimated realisable value is then 
written off over the period during which it is anticipated the asset will be 
utilised in the business In some cases, such as leaseholds, there is no realis- 
able value and the total cost has to be written off durmg the penod of the 
lease 

The Journal Entry to wnte off denreaation on any asset is to debit 
Depreciation Account and credit that Asset Account with the amount of 
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each year s depreciation. The effect of such an entry would be to reduce 
the book value of the asset from year to year and also to enable such a loss 
to be charged to Profit and Loss Account of each year. 

Q. 95. What do you understand hy Bad Debts and hoio are they 
recorded? 

A. Every trader knows from experience that some of the debtors fail 
to pay their debts in full. Such debts which are thus found to be irrecover- 
able are called Bad Debts, and will have to be written off as losses. The 
Journal entry necessary to write off Bad Debts would be to debit Bad Debts 
Account and credit the Personal Accounts of the customers who have failed 
to pay. The Debit Balance of Bad Debts Account represents a loss and will 
be transferred to Profit and Loss' Account by means of a Journal entry 
debiting Profit and Loss Account and crediting Bad Debts Account. 

Q. 96. State what you understand by Reserve for Doubtful 
Debts Account and what entry should be passed in this connection. 

A. After all known Bad Debts have been written off to Profit and 
Loss Account, it is usual to find that there are still accounts of several 
customers as to the ultimate recoverj’ of which the dealer begins to feel 
doubtful. Such Debts arc called Doubtful Debts, and in order to arrive at 
an accurate figure of the net profit made in any particular trading period, 
it is necessary to proride for Doubtful Debts. This is done by estimating 
the further loss likely to be sustained on recovery of Book Debts and passing 
a Journal entry with the amount debiting Profit and Loss Account and 
crediting Reserv^e for Doubtful Debts Account. The Reserve for Doubtful 
* Debts Account (Credit Balance) is shown in the Balance Sheet as a deduc- 
tion from the Asset ‘Sundry Debtors’ so that the net estimated realisable 
amount of Sundry Debtors may be shown in the outer column. 

It should be clearly understood that the Personal Account of a customer 
is never vuitten off as a Bad Debt until the amount is found to be absolutely 
irrecoverable. In case, therefore, where a debt is doubtful of recovery, the 
Personal Account of the customer concerned would be let untouched and 
whereas Profit and Loss Account would be debited with sucli a likely loss, 
the corresponding credit would be given to a separate account styled Reser\-e 
for Doubtful Debts Account. 

Q. 97. Explain what you know of Reserve for Discounts 07i 
Debtors and Creditors. 

A. The usual experience of a trader is that a large number of custo- 
mers is alwaj-s anxious to take the benefit of the cash discount allowed in 
return for payment irithin the stipulated time limit. This being the case, 
it follows that tliis loss on recovery of debts arising by way of cash di.<;count 
to be allowed to those customers who settle their accounts within the pre- 
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scribed time %vill ha\e to be estimated and brought into accounL The 
^\hole underlymg object m so dcmig is to see that the item of Sundiy 
Debtors is not shown m the Balance Sheet at anything bejond its lihelj 
reahsable amount That is why all Bad Debts have to be written o5 from 
the Sundry Debtors, a reasonable provision has to be made in respect of 
doubtful debts and a fair estimate has also to be made in respect of the loss 
bkely to be suffered hj way of discount to be allowed to the customers 

At the end of each financial period therefore, it becomes necessary to 
estimate this loss of discoimt that will have to be allowed to customers and 
make a provision in this respect This provision is made b> way of a certam 
percentage being calculated on the total amount of Sundry Debtors at the 
close of the financial period, and by debitmg the Discount Account and 
creditmg Reserve for Discount Account with the amount thus arrived at. 
The credit balance on the Reserve for Dis<x>unt Account will then have to 
be shown by way of deduction from the item * Sundry Debtors” on the 
assets side of the Balance Sheet 
Reserve for Discounts on Creditors 

If a trader constantly receives the benefit of the discount jnakmg 
payments to his suppliers within the presenhed time luiut he would be 
equally justified in brmging mto account the discount that he stands to earn 
this way This credit for discount is also estimated by way of a certain 
percentage calculated on the total amoimt of Stmdry Creditors as at the 
close of the financial period and then passing a Journal entry debiting 
Reserve for Discount Accoimt and creditmg Discount Account with the 
amount ascertained. The debit balance on Reserve for Discount Account, 
will be shown by way of deduction from the item of Sundry Creditors on 
the liahihties side of the Balance Sheet 

Q 98 Where separate provisions are required to be made in 
respect of Reserve for Doubtful Debts and Reserve for Discounts by 
way of a percentage on the total amount of Debtors, what is the point 
to be borne in •mind’ 

A. Where separate Provisions are required to be made in respect of 
Reserve fqr Doubtful Debts and Reserve for Discoimts by way of a certain 
percentage to be calculated on the total amount of Debtors, the required 
percentage m respect of Reserve for Doubtful Debts should be calculated 
first on the total amount of the Debtors The amount thus arrived at should 
then be deducted from the total amoimt of the Debtors and the balance left 
would represent the estimated realisable value of the Debtors The required 
percentage m respect of Reserv e for Discounts should then be calculated on 
this balance, and not on the gross amount of Sundry Debtors. 

Q 99 Should Interest on Capital be calculated before arriving 
at the Net Profits^ Discuss this fully 
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A. A busincssrocin nciturslly expects liis business to yield u much better 
return on the capital employed than would be earned if that same amount 
were invested in gilt-edged securities. This is because of the. extra rislcs and 
efforts involved in carrying on the business for the purpK:ise of earning profits. 
In order to find out, therefore, whether Iris business has really yielded any 
profit in excess of the current rate of interest, he charges that interest to his 
Profit and Loss Account and credits tire same to Iris Capital Account. In 
other words, the Capital brought in by him is looked upon as if it were a loan 
granted to the business. The interest on Capital paid by the business to the 
proprietor is thus a loss or an expense to the business and a gain to the owner. 

If any such interest on Capital is to be adjusted at tlie end of the trading 
period, a Journal entry has to be passed debiting Interest Account and credit- 
ing the Capital Account \vith the amount of interest chargeable to the business. 

Q. 100. How are amounts withdrawn by the 'proprietor jor 
personal use dealt with and when and hoio would interest he charged 
on such amounts? 

A. A trader generally draws out of his business certain sums of money 
at his convenience in order to pay expenses not connected witlr the business. 
Such \vithdrawals naturally reduce tlie capital ho had invested in the busi- 
ness, and are, therefore, debited to his Capital Account. In some cases, such 
“drawings” are debited to a separate account called “Drawings Accouiit,” 
and tlais account is then closed by transfer to tlie Capital Account at the end 
of each trading period. 

\Vhere a business is cliarged witli intei-est on the Capital employed 
therein, it is but fair that it should also be credited with interest on the 
money withdrawn by the owner for his jiersonal use. 

Interest on all such amounts dravn by the proprietor is, therefore, 
calculated from the date of withdravnl to the date of the close of the financial 
period, and the amount thus ascertained is debited to the Capital Account 
and credited to Interest Accoimt through the Journal. The owner is thus 
charged with interest on the sums drawn by him and the business gets credit 
for the same. 


Q. 101. State the points to he borne in mind jor the purpose of 
transferring the following items to the Profit and Loss Account in 
order to arrive at the true net profit earned during any given period : — 

(a) Salaries: (b) Rent and Taxes; (c) Printing and Stationery; 
(d) Advertising; (e) Insurance; (f) Discottnts; (g) Interest; 
(h) Co 77 -imission; (i) Travelling Experises; (j) Legal Charges; 
(k) Repairs; (1) Trade or Office Expenses. 
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^ Salanes. — Under this item would be mcluded salaries of the clerical 
staff and of travellers and managers ffTie whole of the salanes for the penod 
under review must be brought in and for thig purpose, salaries if any, due 
and not i>aid must be duly provided for 

Salaries drawn by the Partners or the Pn^netor of the business must 
be separately shown. 

Rent and Taxes — This item would include Office and Warehouse Rent 
and Municipal and other Taxes It must be seen that Rent for the full trad- 
ing penod is brought into account and if there is any outstandmg the same 
should be duly provided for 

If the amount paid for Rent, or Mumcipal and other Taxes extends 
over a period beyond the date of the financial close, only the amount of tax 
relatmg to the penod co\ered by the accounts need be charged to Profit and 
Loss Account, and the balance representmg a pre-payment should be treated 
as a temporary asset in the Balance Sheet and earned forward to next year's 
books 

Income-tax paid, if any, should be treated as a Personal Expense and 
charged to the Drawmgs Account of the proprietor and not to Profit and Loss 
Account 

If any rent is received on sub-lettmg of office premises it is desirable 
that the gross rent paid be shown on the debit side of the Profit and Loss 
Account and the amount realised &om the sub-tenant be shown on the credit 

Prmtmg and Stationery —Ordinarily, small amounts expended under 
this head for office stationery and pimting are treated as busmess expenses 
and written off to Profit and Loss Account each year 

There are busmesses, however, which have always a large stock of valu 
able catalogues and other pnntmg matter and stationery unused at the end 
of each finanaal year Such stock may be valued on a conservative basis and 
be brought into account as an asset m the Balance Sheet 

Ad\ ertismg, — All amounts expended under thr^ head and relatmg to the 
penod under review must be written off to the Profit and Loss Account 

If there be any advertising bills received and not paid, the same must 
be entered m the books so that the outstandmg Lability on this account may 
be brought into record. 

If a payment m lump sum is made on account of an advertisement imder 
a contract covermg two or three years, the amount attributable to each year 
should be charged off to Profit and Loss Account as an exjiense and the 
balance representing a pre-payment must be earned forward as a temporary 
asset 

If any abnormally heavy amount is expended in any one year with a 
view to advertise a product on a large scale, the same may be distributed over 
a number of years which it is expected would reap the benefit of the amount 
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so expended. This point is further explained under the heading of Deferred 
Revenue Ex-penditure. 

Insurance. — This item v.'ould include Premia paid against Fire or Marine 
Risks arising in or attendant on business. Such j^avinents usually cover one 
year’s risk from the date of payment and if any such payment extends 
beyond the financial year, the necessary adjustment in regard to the pre- 
I>ayment must be made, the amoimt attributable to the succeeding period 
being shovm as an asset in the Balance Sheet. 

Premium paid in respect of a Life Pohc3- of the proprietor must be 
treated as a personal expense and charged to the Drawings Account. 

Discounts. — ■Tlie item of Discount as is generallj' found in books of 
accounts relates to Cash Discount, and not Trade Discount. As has already 
been explained before. Trade Discount is always shown by waj- of deduction 
from the Purchase or Sale Invoice, and the original entry in the Purchase or 
Sales Book is of the net amount onlj' after deduction of Trade Discount. 
Evndentlj', therefore, Trade Discount will not appear in books of accounts. 

While showing the item of Cash Discount, it is always desirable to show 
Discounts Receivable on the credit side of the Profit and Loss Account as a 
gain and Discount Payable on the debit side as a loss, rather than strike a 
balance and show it on one side of the Profit and Loss Account. 

Interest. — Interest Receivable and Interest Payable must be shown as 
separate items, the former on the credit side and the latter on the debit side 
of the Profit and Loss Account. 

All interest either receivable or paj'able should be calculated to the date 
of the financial close and brought into account. If any gilt-edged securities 
are held bj* the business or if anj- loans are granted, interest accrued thereon 
to the date of the accounts must be taken credit for. SimUarh-, interest due 
on loans borrowed should be calculated to the date of the financial close, and 
the outstanding liabilitj' on this account, if any, should be brought in. 

Interest on Proprietor’s or Partners’ Capital, if an\* calculated, must bo 
showm separately" from other Trade Interest. 

Commission. — Commission earned and Commission paid must be shown 
separately on the credit and debit sides of tlie Profit and Loss Account. 

The outstanding liability' in respect of commission due and payable by 
the business to the date of accounts must be duly adjusted. Similarlj", com- 
mission earned to date of accounts and not received must be brought in as an 
accrued income. 

Travelling Expenses. — All amounts necessarily e.xpendcd under this head 
on account of the business must be written off to Profit and Loss Account. 
AVhere Travellers are employed, their last bills in respect of all Travelling 
Expenses incurred up to the dose of the financial period must be obtained 
and brought into record, even if unpaid. 
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Legal Charges. — ^If any legal expenses are incurred in connection with 
the business during anj trading paiod, the must be ascertained and 

charged to Profit and Loss Account, as expenses. 

Repairs^. — ^AU amoimts expended in shape of repairs to existing assets 
such as Fixtures Plant, hlachinery. Tools, etc. should be treated as expenses 
and written oS to Profit and Loss Account. Extensive repairs of a non- 
recurring nature may be dealt with as explamed imder the headmg of 
Deferred Re\ enue Expenditure ' 

Trade Expenses or Office ExpMiscs. — Generally, no distinction is drawn 
betn een these tn o terms and they cover all the gmall and sundry expenses 
mcurred m course of the busmess If there appear m the same problem two 
separate items, one under the headmg of “Trading Expenses’ or “Trade 
Expenses and the other * Office E^ienses*’, the student may safely assume 
that the former relates to the Trading Account and the latter to the Profit and 
Loss Account • 

Q 102 What benefit icould the propnetor of a business denve 
bp comparing the various figures tn the Profit & Loss Account of one 
period with similar items of the previous period"^ 

A The critical study of comparative figures in the IVadmg Account 
as explamed m the previous pages may be extended to the ^ofit and Loss 
Account \nth equal ad\*antage Su^ a stud} ^ifuld no douht pro\e of 
immense benefit to those in management, as apart from disclosing an} \'ana- 
tion in the percentage of net profit from jear to year, it ^^ould sene to indi 
cate i\hat mcrease or decrease there has been m the expenditure or mcome 
under any of the heads, and the reasons that account for such Suctuations. 

Q 103 What are Adjusting Entries'^ Give the usual Adjusting 
Entries that have to be made at the end of each financial period 

A Adjustmg Entries are such as are passed at the end of each trading 
period for the purpose of adjustmg the \’anous Noaunal and other accounts 
m order that the Profit and Loss Account may serve to mdicate the true liet 
profit or loss xesiiltmg from tradmg during a gi\en period and fbat fhe 
Balance Sheet maj reflect the true financial condition of the busmess. 

The usual Journal Entnes necessary to adjust the Nominal Accounts at 
the end of each financial period are as under — 

1 To pro\Tde for outstandmg habihbes for expenses. — 

Debit each Nominal Account concerned, and credit Outstandmg 
Creditors’ Account, 

2 To adjust expenses paid m advance; — 

Debit Prepaid Expenses Account, and credit the J^ommal Account 
m respect of which the pre-payment is made 
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3 . To adjust incomr earned and not received; — 

Debit Outstanding Income Account, and credit the Nominal 
Account representing such income. 

4. To adjust income received in advance: — 

Debit the Nominal Account of the income concerned and credit 
“Income received in Advance Account”. 

5. To svrite off Bad Debts: — 

Debit Bad Debts Account, and credit the Pei-sonal Accoujifs of 
the debtoi's concerned. 

6. To provide for estimated loss in respect of Doubtful Debts: — 

Debit Profit and Loss Account, and credit Resei'vc for Doubtful 
Debts Account. 

7. To proidde for Discounts allowable to Debtors: — 

Debit Discount Account, and credit Resen,-e for Discounts on 
Debtors Account. 

8. To provide Discoimts receivable from Creditors: — 

Debit Reserve for Discounts on Creditors Account, and credit 
Discount Account. 

9. To provide for Deprecintiou of pennanent A.sscts: — 

Debit Depreciation Account, and credit the account of the Asset 
to bo depreciated. 

10. To adju.st Interest on Proprietor's Capital: — 

Debit Interest Account, and credit the Proprietor’s Capital 
Accovmt. 

11. To adjust Interest on Proprietor’s Drawings:— 

Debit the Proprietor’s Capital Account, and credit Interest 
Account. 

Q. 104. V/hat are Closing Entries? Give the usual Closing 
Entries to he made at the end oj each trading period. 

A. Closing Entries are those which are passed at the end of each 
financial period for the purpose of transferring the various revenue items to 
the Trading and Profit and Loss Account and thus close the Nominal Accounts 
conccrnc-d. 

The usual Closing Entries to bo passed at the end of each trading period 
arc ns follows; — 
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1 For transferring Opening Stock, Purchases, Wages, Carnage Inwards, 

etc to Trading Account — 

Trading Account Dr 

To Stock Account 
„ Purchase Account 
, Wages Account 

Carriage Inwards Account 

(The effect of this entry will be to close Stock, Purchases, Wages 
and such other Accounts by transferring them to Trading 
Account ) 

2 For transferring Sales to the Trading Account — 

Sales Account Dr 

To Trading Account 

(This entry will close the Sales Account ) 

Note — Before passing the first two entries the Returns Outwards 
Account will be closed by transfer to the Purchases 
Account by means of an Entry — 

Returns Outwards Account Dr 

To Purchases Account 

and the Returns Inwards Account will be closed by transfer to 
the Sales Account thus— 

Sales Account Dr 

To Returns Inwards Account 

The Purchases and the Sales Accounts will then be transferred to 
the Trading Account at the net figures minus the Returns 

3 For bringing the Closing Stock into account — 

Stock Account ^ , Dr 

To Trading Account ' 

(This stock will appear as an Asset in the Balance Sheet ) 

4 For transferring all the Expenses or Losses to the Profit and Loss 

Account — * 

Profit and Loss Account Dr 

To each of the various Nominal Accounts which represent 
expenses or losses 

(This entry closes all the expenses accounts) 

5 For transfemng all the items of Gam to the Profit and Loss 

Account. — 

Various Nominal Acccomts Dr 

(representing different sources of gam) 

To Profit and Loss Account 

(This entry closes all the remammg Nominal Accounts ) 
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6. For transferring Net Gain to tiic Capital Account: — 

Profit and Loss Account Dr. 

To Capital Account. 

(This entry closes the Profit and Loss Account.) 

7. For transferring Net Loss (if any) to the Capital Account: — 

Capital Account Dr. 

To Profit and Loss Account. 

(This entry serves to close the Profit and Loss Account.) 

8. For transferring die Proprietor’s Drawings to his Capital Account: — 

Capital Account Dr. 

To Draufings Account. 

(This entry closes the Drawings Account.) 

Q. 105. What is a Balance Sheet and xuhat purpose does it 
fulfil? 

A. The infoiTnation convej'cd by the Trading and Profit and Loss 
Account Ls no doubt very valuable to the owner of a business as it enables 
him to determine the Gross and Net Profits resulting from his dealings during 
a certain period. This, however, is not the only point on which a businessman 
wants to be enlightened. As his Assets and Liabilities change from day to 
day, as a result of business transactions, he also wants to find out what his 
true financial position is at the end of each trading period. In the first place, 
ho would like to know whether the net profit as is disclosed by the Profit and 
Loss Account is con-ectly arrived at, for if so, his Capital at the end of the 
period must necessarily increase by that amount. He is equally anxious to 
see for himself as to how such Capital is locked up, i.e., v;hat the component 
Assets and Liabilities are of which this Capital is made up. In order, there- 
fore, to obtain this information at the end of the trading period, he has to set 
out his several Assets and Liabilities as at that date in shape of a statement, 
and this statement is called the Balance Sheet. 

A Balance Sheet may, therefore, be defined as a statement prepared 
%rith a riew to measure the e.xact financial position of a businc.ss on a certain 
fixed date. It is prepared from the Trial Balance, after all the balances on 
Nominal Accounts are transferred to the Trading and Profit and Loss Account 
and the corresponding Accounts in the Ledger are closed. The balancc.s now 
left in the Trial Balance and remaining open in the Ledger represent either 
Personal Accounts or Real Accounts. In other words, they repre.sent either 
Assets or Liabilities existing at the date of tlie financial close. 

All such Assets and Liabilities are set out in the Balance Sheet in a 
cln.ssificd form. On tlie right-hand side are shown the various A.'^sots or pos- 
sessions of tlic business, and on the left-hand side, the various Liabilities, i.e. 
the amount owing by the business. Tlie c.\cess of Assets over Liabilities then 
represents the then Capital of the o\\'ner. This figure of Capital must tally 
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With the closing balance of the Capital Account m the Ledger after the net 
profit or loss has been transferred thereto 

Q 106. Discuss the statement that “The Balance Sheet and the 
Profit and Loss Account are interdependent on each other’’. 

A. As the balance of Profit and Loss Account is transferred to the 
Capital Account, and as the closing balance on the Capital Account is shown 
in the Balance Sheet, it is clear that the Balance Sheet shows the position 
inclusive of the profit or loss made during the trading period 

The chief object of every Balance Sheet should be to disclose all the 
mformation necessary to enable one to form a true estimate of the fingnpial 
position of the business as a going concern. As the true financial position 
of any imdertakmg is reflected by its assets and habilities as mdicated by the 
Balance Sheet prepared on any one particular date, it follows that these assets 
and habihtics should be most carefully valued for this purpose Any over- 
valuation of assets or under-valuation or omission of liabihties would result 
in unduly mflatmg the profits Smularly, any under-valuation or omission of 
assets or over-valuation of habiiities would tend to unnecessanly decrease the 
profits Even the balance of Profit and Loss Account included in the Balance 
Sheet should be correctly arrived at It must be further understood that 
inasmuch as the figure of net profit or net loss as shown by the Profit and Loss 
Account ultimately finds its place m the Balance Sheet, both these Statements 
of Final Accounts are closely interdepend«it on each other It follows, 
therefore, that if any item of expense or mcome is omitted or is over or 
understated, it will not only affect the accuracy of the Net Profit or Loss but 
wiU equally affect the correctness of the Balance Sheet For a correct pre- 
sentation of the true financial condition of a business, it is equally necessary 
to see that all Assets and Liabilities are fully and accurately set out It is 
further important to see that these Assets and Liabihties are projierly 
grouped and classified imder appropriate headmgs, and that no material fact 
is suppressed or is presented in a manner as would create a false impression 
as to the state of affairs in the mind of one reading the Balance Sheet 

Q. 107. What IS the correct basis of valuation of Fixed and 
Floating Assets for the purpose of their inclusion m a Balance Sheet^ 

A. A Balance Sheet is not drawn up with a view to show what the 
capital of the concern would be worth if the assets were reahsed and the 
habilihes paid off, but rather to show how the capital stands mvested at the 
end of each financial period The values in the Balance Sheet are, therefore, 
not break-up values, but are ascraiamed on the assumption that the business 
IS not to be wound up in the near future but will contmue to run its normal 
course 

As Fixed Assets are acquired not for re-sale but by way of permanent 
eqmpment to serve as a medium to enaUe the business bemg carried on, they 
should not be valued on the basis of the price they would realise if sold The 
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true basis of valuation for such assets would be their original cost, their 
probable ‘'life", i.e. the estimated period of usefulness to the business and 
the likely break-up value. The difference between the original cost and the 
probable break-up value v/ould represent the loss suffered bj- the busino-s on 
account of the use of such assets, and would have, therefore, to be equitably 
distributed over the estimated life of such assets. In other v.-ords, each fixed 
asset would be shown in the Balance Sheet at its original cost mhins such 
accumulated depreciation or deterioration in value it may have undergone 
upto the date of the Balance Sheet. 

Floating Assets, on the other hand, are held for re-sale with a view to 
profit or for immediate conversion into cash, and are, therefore, valued at 
the cost or the current market price whichever is lower at the date of the 
Balance Sheet. But both the fixed and floating assets should be valued on 
the basis of a going concci'n. 

Tlius, whereas fi.xed or permanent assets are unaffected by market 
fluctuations and are always valued from the standpoint of their utility to the 
concern owning them, tlm values of floating or circulating assets are always 
modified by market fluctuations for the reason that as these are liable to be 
converted into cash at the earliest possible opportunity, they should not be 
assessed in the Balance Sheet at anything more than they are likely to realise, 
oven though lliey may have cost more. 

Q. lOS. In ivhat order sho^tld the Assets and Liabilities be set 
forth toll He 'preparing a Balance Sheet? 

A. There is no hard-and-fast rule as to the order in which the assets 
and liabilities of a sole trader or a partnership firm should be stated in the 
Balance Sheet. One method is to place the most easily realisable asset first 
and then follow it up by assets which are less easily reabsable, so that the 
asset most difficult of realisation will be shov.Ti last. As against this order 
of the assets, the liabilities will be shown in the order m which tliey are 
payable, the most pressing liability being placed first. The Balance Sheet 
will then appear as under; — 

B.-5LANCE SHEET 

Assrrs Rs. 

Ca'li in Office . . 

Cash ai B-in'. . . 

Investments . . 

Sundry Debtors . . 

Bills Receivable . . 

StccV-in-Tiade . , 

Ijjcsc Tools . . 

Fixtures and FitUings . . 

Plant and Machinery . . 

Factory Building .. 

Goodwill .. 


LlAtllUTICS Rs. 

Bills Pa\ able .. 

Creditors for Lo.ans . . 

Creditors on Open .Accounts 

Outstanding Liabilities for Expenses 

Capital • . ■ • - 


Rs. 


R-, 
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The other method is to marshal the assets and liabilities m exactly the 
reverse order to the above, so that the fixed and permanent assets and liabi- 
lities appear first and will be followed by floating assets and liabihties This 
arrangement now seems to be followed by almost all concerns except Banks 
and Financial Houses which prefer to show the liquid and fioatmg assets first 
and follow them ud with the fixed assets It should be noted that while pre- 
paring the Balance Sheet of a Limited Company, it is this order of assets and 
liabilities that is required to be rigidly observed by the prescribed form of 
Balance Sheet under the Indian Companies Act 

Note — ^The student should carefully study the method of datmg the 
Final Accounts which is an important pomt The Trading and Profit and 
Loss Account, bemg a summary of the transactions relating to tradmg dunng 
a gi\ en penod, should always be headed this way — 

TRADING AND PROFIT AND LOSS ACCOUNT 
For the year ended 

On the other hand, the Balance Sheet, being a hst of balances outstand 
ing on the books of a trader on a particular date, should be headed this wise— 

BALANCE SHEET 
As at 

The name of the trader should also always appear at the head of the 
Final Accounts 

Q. 109. Set out the important points in connection vnth the 
■following Items in order that they he included in the Balance Sheet, 
at their true values — 

(a) Cash at Bank, (b) Investments, (c) Sundry Debtors, (d) 
Bills Receivable, (e) Stock-in-trade 

A. (a) Cash at Bank. — ^Thfe item would represent the Bank Balance 
as shown by the Bank Columns of the Cash Book. If this balance differs 
from the Bank Balance as per the Pass Book, a Reconciliation Statement 
would have to be prepared to verify its correctness 

(b) Investments — Ordinarily, these will appear at cost price, and tem- 
porary fluctuations in value need not be brought into account If, however, 
the market value shows a tendency towards a permanent fall, it would be 
advisable to provide for such depreaation in the value of the investments 
In any case, the basis of valuation, cost or market price, should be clearly 
indicated on the Balance Sheet When the market value of the investments 
IS lower than the cost price and the investments are shown as cost it is desir- 
able to append a note m the Balance Sheet stating what the then market 
\alue was 
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Any provision made in regard to the loss in value of investments should 
be shown by way of deduction from the book value of the investments. 

If the investments consist of gilt-edged securities as also stocks and 
shares, the value of each of these should be separately shown under distinct 
sub-heads. 

Accrued interest, if any due, on these investments upto the period 
covered by the account should be calculated and brought into account. 

(c) Sundry Debtors. — ^This item always means the sum total of the 
amounts owing from the Trade Debtors, i.e. the Customers. If there are 
any Debtors for Loans granted by' the trader such Loan Debtors .should be 
distinguished from the Trade Debtors. All debts known to be bad and 
irrecoverable must be written off. The provision, if any, made for Doubtful 
Debts as also for Discounts on Debtors should be shown by way of deduc- 
tion from the book value of the debtors in order that the estimated reali.-^abie 
value of this asset may appear in the outer column. 

(d) Bills Keceivable. — ^Tnis item will represent Bills Receivable not 
matured at the date of the Balance Sheet. If there is any overdue bill, the 
same would be reversed to the personal account of the acceptor concerned 
and a provision in regard to such doubtful debt should be made, if necessary. 

(e) Stock-in-Trade. — ^This item should be very carefuDy valued and any 
over-valuation should be guarded against. The basis accepted as sound and 
correct is cost or market price, whichever be the lower at the date of the 
Balance Sheet. Cost price would necessarily include the Invoice Price plus 
Duty, Freight, Candage Inwards, etc. The basis of valuation should be 
indicated on the Balance Sheet. Proper allowance should be made while 
valuing unsaleable or damaged stock. 

Q. 110. Hoio should the following Assets he valued for the pur- 
pose of Balance Sheet: — 

(a) Patents, Copy-rights and Trade Marks; (b) Furniture and 
Fixtures; (c) Loose Tools: (d) Plant and Machinery; (e) Freehold 
Land and Building; and (f) Leasehold Land and Building? 

A. (n) Patents. Copy-rights. Trade Marks, etc. — Tliesc and .'similar 
assets should be valued on most conservative basis. Tlio whole cost of Patents 
or Copy-rights should be written off \%'ithin the period of their life, but if any 
of these arc obsolete and cannot be utilised or if the products prove to be 
unsaleable, tlic values of such Patents, Copy-rights, etc. should be ipiored for 
the purpose of Balance Sheet valuation. In other words, these assets <.hould 
not appear in the Balance Sheet at anything beyond their utility valmrs in the 
concern in question. 
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(b) rumiture and Fixtures — ^These should be brought m the Balance 
Sheet at the orfgmal cost less a reasonable amount m respect of depreciation 

(c) Loose Tools — These are generally re-valued at the end of each year 
and the difference between the book value and the valuation figure is written 
off as depreciation 

(d) Plant and Machinery — TTus item must be shown at its original cost 
m the inner column and the provision in regard to depreciation should appear 
by way of deduction from the cost It is not a desirable method to show the 
asset at the cost price on the assets side, and the provision m respect of depre- 
ciation on the habilities side The advantage of showing the depreciation 
amount by v ay of deduction from the ongmal cost lies in the fact that the 
present utility value of the asset can be seen at a glance Once the entire 
cost of equipment and installation imder this head is debited to this accoimt, 
It should be seen that only purchases of additional plant and amounts expend- 
ed on improvements resulting in enhancement of the re\ enue-eammg capa- 
city of the existing plant are subsequently capitalised All other amounts 
expended by way of renewals, replacements or repairs to maintain the plant 
m Its original efficiency will be charged off to revenue 

(e) Freehold Land and Budding — It is desirable to distinguish between 
Freehold and Leasehold Property The asset should be shown at the ongmal 
cost less a reasonable percentage m respect of depreciation on budding 
Freehold land as a rule, does not depreciate If the value of such asset has 
appieciated, it is not desirable to brmg up the book value to its present 
market price and thus take credit for an unreahsed profit 

(f) Leasehold Land and Biulding — Hie ongmal cost ns also any addi- 
tions to such asset should be written off dunng the period of the lease, so 
that by the time the lease expires, its book value also may be reduced to zero 
Repairs should be charged off to Revenue Account of the year in which they 
are made 

Q 111. How should the various LiahiUUes and the Proprietor's 
Capital he shown in the Balance Sheet’ 

A. The amount owing to suK>hers of goods at the end of the financial 
period IS usually shown under the heading of Trade Creditors or Creditors 
on Open Accounts Creditors for Loans borrowed, Bank Overdraft and Out- 
standing Liabilities for Expenses should each be shown under the distinct 
heading Creditors holding any securities from the trader must be separately 
shown with a statement of the securities pledged or assets mortgaged 

The difference between the total of the assets and the total of the habi- 
bties as at the date of the Balance Sheet will represent the Capital of the 
trader as at that date This item will have to be shown in detaib as under 
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Capital at the commencement of tlie period , 

I 

Add further ainorml brought in , 

„ interest on the Capital 

„ net profit I 


Less Withdrawals 

„ Interest on withdrawals 

i 

I 

I 

I 


Q. 112. The following are the oalaTices extracted from the hooks 
of N. Abdulla as on 31st December 1966: — 


Rs 

Capital Account . 90,000 

Drawings 7,600 

Purchases SO", 470 

Purchases Returns 4,240 

Sales 1,49,840 

Sales Returns 2,820 

Stock (1st January 1966) 11,460 

Salaries and V/ages 6,280 

Buildings 25,000 

Freight and Clearing Charges 16,940 
Carnage Inwards 2,310 

Oflice Expenses 1,340 

Printing and Stationery 660 

Postage and Telegrams 820 

Bad Debts 1,400 


Bad Debts Reserve (1st 
January 1966) 3,240 

Taxes and Insurance 1,300 

Discount Account (Cr) . 190 

Bills Receivable . 1,240 

Sundry Debtors 62,970 

Sundry Creditors 16,980 

Cash at Bant: 12,-00 

Cash in hand 2,210 

Office Furniture 3,500 

Travellers' Salaries &: Com- 
mission 9,870 

Additions to Buildings 7,000 

Rent Recovered 2,100 


You arc required to pass the necessary adjusting and closing entries and 
to prepare Tradmg and Profit and Loss Account for the year ended 31st 
December 1966 and a Balance Sheet as on that date, after making tlie follow- 
ing adjustments. 

1. Depreciate Building by 2l'i. and Office Furniture by 5/1. 

2. Reserve for Bad Debts to be made upto Rs. 4.000. 

3. Salaries outstanding for December 1966 Rs 570. 

4. Rent recoverable Rs. 200. 

5. 5'/i Interest to be cliarged on Capital. 

6. The value of ."^tock on 31st December 1966 was Rs. 14,290. 

7. Tiic unexpired insurance amounted to Rs. 240. 
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QUESTIONS AND ANSUTRS IN BOOK KEEPING & ACCOUNTING 


A The following are the Adjusting Entries to be passed 
JOURNAL ENTHIES 




luF 

1 Rs. 

Rs. 

Depreciation Atrounf 
fo BuOduigs 
„ 0£5ce Furniture 

(Being the provision for depreciaDon on Buildings at 
2J% and OfUce Furniture at 3% ) 

Dr 

1 1 «00 

1 

1 

625 

173 

Reserve for Doubtful Debts 

To Bad Debts 

(Being transfer of Bad Debts to the former accounu) 

Dr 

, 14C0 

1400 

Profit & Loss Account 

To Reserve for Doubtful Debts 
(Being the charge on ibe Profit and Loss Account to 
bring the Re^ene to the required amount.) 

Dr 

1 

2160 

1 

2160 

Salaries and Wages Account 

To Outstanding Creditors Account 
(Being ibe amount of Salaries due for the month of 
December brought into account.) 

Dr 


{ 570 : 

! 

! 

! 570 

1 

Outstanding Debtors Account 

To Rent Account 

(Being the amount of rent recoverable brought into 
account.) 

Dr I 

j 


200 

200 

Interest Account 

To Capital Account 

(Beingtbeanount of interest allowed CD Capital at 3% ) 

Dr 

1 

4^00 

4^ 

Prepaid Expenses Account 

To Taxes and Insurance Account 
(Being the amount of unexpired insurance adjusted.) 

D, 1 


240 1 

j 

240 

Purchases Returns Account 

To Purchases Account 

] (Being the transfer of Purchases Returns to the latter 
{ account) 

Dr 

i 

4;240 1 

4.240 

' Sales Account 

1 To Sales Returns 

(Being the transfer of Sales Retorns to Sales Account) 

Dr 


1 2 820 

2,820 


The following are the Closing Entnes to be passed — 
JOURNAL ENTRIES 


Trading Account Dr 

To Stock Accounl 
„ Purchases Account 
„ Freight and Clearing Charges 
. Carnage Inwards 

(Being the transfer of the latter accounts to the former ) 


1 11460 
[ 85^0 
' 16940 
2310 
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I 


j Sales Account 

1 To Trading Account 
; (For transfer of the sales to the latter account.) 

Dr. 

EF. Rs. 
1,47,020 

Rs. 

1,47,020 

j Stock Account 

1 To Trading Account 

j (Being the entry to bring the Closing Stock into account.) 

Dr. 

14,290 

14,290 

’ Profit and Loss Account 

• To Salaries and Wages 

j „ Travellers’ Salaries and Commission 

1 „ Office expenses 

1 „ Taxes and Insurance 

1 „ Printing and Stationery 

„ Postage and Telegrams 

„ Interest on Capital 
j „ Depreciation Account 

1 (Being the transfer of various expenses accounts to Profit 
) and Loss Account.) 

Dr. 

25^00 

1 

6,850 

9,870 

1,340 

1,060 

660 

820 

4,500 

SCO 

Rent Account . . . . . . . . Dr. 

Discount Account .. .. .. „ 

To Profit and Loss Account 

(Being the transfer of former accounts to the latter account.) 

2,300 

190 

2,490 

' Profit and Loss Account 
j To Capital Account 

j (Being the transfer of net Profit to Capital Account.) 

Dr. 

1 19,800 

19,800 

Capital Account .. .. .. .. Dr. 

j To Drawings Account 

(Being the transfer of total drawings to the Capital Account.) 

7.600 

1 

7,600 


K. ABDULLA 

(For Profit end Loss Account, see next page.) 
BALANCE SHEET 
As o£ 31s£ December 19GG 


LlABlUTILS Rs. j Rs. 

Sundry Creditors ; — 

On Open Accounts . . 16,980 

Outstanding for Expenses 570 ■ 

1 17,550 

Capital Account ; — ; 

Balance on 1st January 1966 90,000 
Add Interest . . . . 4.500 j 

„ Profit during the year 19,800 


1,14,300 , 

Less Drawings during j 

the vear . . 7,600 , 

1,06,700 


Rs. ,1,24,250 


Assets 

Rs. 

R'. 

Cash in Hand . . 

22110 


Cash at Bank . . 

12.400 

14.610 

1,240 

Bills Receis'ablc 


Sundry Debtors 

62,970’ 

Less Rcscr\-c for Doubt- 

ful Debts 

4.rHX) 

58,970 

Debtors for Rent 


200 

Stock-in-Tradc 


!4.2S'0 

Office Furniture 

3,5o6’ 

Less Depreciation 4? 5% 

J75 

3,325 

Buildings 

25,000 


Add Additions dunng the 

j'car 

7.000 


Less Depreciation (T 218( 

32.000 

625 

7U75 

Expenses Prepaid 

-• 

240 


R<. 
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TRADING AND PROFIT AND LOSS ACCOUNT 
For the year erded 31rt December 1966 
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TRIAL BALANCE— ccn;d 


Discounts Poyab’.o 
General Enpeares 

Audit Fc-es . ’ 

Insurance 

Tra veiling Exoensc-s 
Posta';e and Telegrams 
Cash m hand 

Deposit with M. Itlaneckji at 5 per cent 
Dravdnds Account 

Rs. 


Dr. 

Rs. 

7.3-?n 

S.dlO 

500 

800 

8,I3U 

STO 

38!) 

30,000 

10 , 000 , 


4.423130 


Cr. 

Rs 


30 


Stock on SOth June 1966 was Rs. 78,600. 50 per cent of Printing and 
Advertising is to be cairied forward as a charge in the foUovong year. 
Depreciate Furniture and Fittings by 10 per cent. Create 5 per cent Reser\-o 
on Debtors. Reserve 2 per cent for discount on Debtors and Creditors. 
Insurance prepaid amounts to PuS. 200, and Salaries outstanding Rs. 590 and 
Carriage outstanding Rs. 100. Charge full year’s interest on deposit v.nth 
M. Manecirji. 


A. The follov/ing are the Adjusting Entries to be passed: — 

JOURNAL ENTRIES 



i 

L.F. 

1 

Rs. 

Rs. 


Profit and Loss .Account 

To Pnntins and Adiertisinfe 

(Being half the amount incurred under the aboie head 

I written oil to Profit and Loss Account, the balance 

being carried forv^ard to next jear.) 

Dr. 

7,3C0 

7,300 


Depreciation Account 

To rumiturc and Fittings 

(Being the provision for depreciation at 10 per cent on 
the latter account.) 

Dr. 

180 

180 


I Profit and Loss Account _. . .. ' 

1 To Reserve for Doubtful Debts 

(Being the provision for Doubtful Debts created at 
' 5 per cent on Sundry Debtors of Rs. 24,000 ) 

Dr. 

l 

1 

f 

IJICO 

i.:co 


, Discount Account 

To Reserve for Discounts on Debtors 
(Being provision for Discounts at 2 per cent on 
' Debtors of Rs. 2-.CO‘0 less Reserve for Doubtful 

Debts of Rs. UOO) 

Dr. ; 

456 

456 


Reserve For Discounts on Creditors 
j To Discount Account 

1 (Being the provision for Discount.s at 7 per cent on 
i Creditors of R'. I4.KC0.) 

Dr. 

2^!5 



1 

i Prepaid Expenses -Account 
j To Insurance Account 

1 (Being the entrv to adjust urexpired Insurance.) 

1 

Dr. 

2C0 

zoo 
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JOURNAL ENTRIES— confd. 


1 


L.F. Rs. ' 

Rs. 

} Discount Account 
! Income from Investment 

Interest Accoount 

To Profit and Loss Account 
(Being the transfer of various gains to Profit 
Loss Account.) 

..~Dr. 

• • t* 

• • w 

and 

3.9S6 

250 

. 300 

4,536 

Profit and Loss Account 

To Capital Account 

(Being the transfer of net profit to Capital Account.) 

.. Dr. 

! 21,650 

21,650 

Capital Account 

To Drawings Account 

.. Dr. 

10,000 

lO.COO 


(Being the transfer of Drawings Account to the 
former Account.) 


1 


R. RUSTOMJI 

TRADING AND PROFIT AND LOSS ACCOUNT 
For the year ended 30th June 196C 



Rs. ' Rs. 


Rs. 

Rs. 

To Stock, 1-7-65 

46,SOO 

By Sales 

2,89,600 


..Purchases ’ .. 2.43,100 

Less Returns 

S,6C0 


Less Returns 

5,800 



2,81,000 


2,37.300 

„ Stock, 30th June 1966 

, , 

78,600 

„ Freight and Carriage 

. . 18.700 




„ Gross Profit c/d. 

.. 56,800 





Rs. 3,59,600 


Rs. 

3,59,600 


j Rs. 



Rs. 

To Salaries and Wages 

..‘ 9,800 

Bv Gross Profit b/d. 


56,800 

„ Rent and Taxes 

..1 5,700 

„ Discounts Receivable 

, . 

3,986 

„ Printing and Advertising 

.. 7,300 

,. Income from Investments 

. . 

250 

„ Discounts Payable 

. . 7,796 

„ Interest Account 

. . 

300 

„ General Expenses 

3,610 




„ Reserve for Doubtful Debts 

.., 1,200 




„ Travelling Expenses 

..' 2,130 




„ Postage and Telegrams 

S70 




„ Insurance 

..‘ 600 




„ Audit Fees 

..; 500 




„ Depreciation Account ; — 





Furniture and Fittings lO", 

ISO 




Net Profit transferred to Cipital > 




Account 

21,650 





Rs, i 61^36 

f 


Rs. ; 

61,336 


1 


\ 

i 
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0ttST10\S AND A>SVkJatS IN ZOOZ ZZTyi’^C t ACCOL^m^C 


R.FLSTOi!Jl 
BAZA! CE SHEET 
A« c* 30 h /t-ne 19‘'5 


LlABiUnES 

PvS. 


Assets 


Rs. 

SuairyCr^ ors 


14rOT 


Casts tn Hand 


380 

for *111201.2 s 
oacT^ ton 

7y 


m 


8400 

O' rao’^L.g Cred 

ors for Erpcnses 

COO 

Stoji-m Trade 


8000 

BsiJ: Lo_a 


29003 



Ps : 


Addlrf’^’c^ 


360 


Dtpo^ t w th td. Mza-sajj! 

30 000; 


Cs.p ^ A KT-nt — 




AJd Interest du' 

1400; 

31400 






Batooe oa /Jy 

Add Pro^ dvnag 

toe year 

l/»093 

21 €50 


Sundry Deb* 0's 

LfitKf-ene tor Doubt 
ful Deb's at 5 per cent 

24000 

J200 




1,29 7<0 

10003 


Ins Reserve for D s 
counts St 2 per cent 

456 












Less Deprecitbon at 10 
percent 

Pna aj as'^ Advrnstng 

ISO 

14600 

1,620 



1 


Less ■* T iten off 50 p^ cent 

7400 






Piepasd Exp'^nses 


200 



PsS. 1 

1.55144 


Rs. 

145 144 









Q. 114. On 31sf March 1967, the folloxcing Tnal Balance of R 
Ramrao was taf'en out Pass the adjusUng and closing entries and 
prepare Final Accounts for the year, after maHng the following 
ad)U<ment$ — 

(a) Depro'istion —5 per cent o5 Plant and Idachinerj and 10 per cent 
c2 Fixtures and Fittmgs. 

(b) Resen’e lo^ Bad Debts 2i per cent on Suooiy "Debtors 
(c> Beserte icr Jlarch rent Es 150 

(d) Ipsurance tinerpu-ed on 31st Jilar^ 19C7 Es. 70 

(e) Outstanding Wages and Salaries Rs 800 and Es 350 respectively 

(f) S^J' 31st llarcH 1967 Rs 16,580 







QUESTIONS AM> A^S^^ERS l^ BOOK kEEPLNC Jc ACCOUNTING 




The follovring are the Closing Entnes to be passed- — 
JOURNAL ENTRIES 



LF 

1 R. 

' Rs 

Trading Accounl 

Dr 

1,17,C69 


To Nlocfc Account 


21.725 

„ Purchases Account 



80113 

n Manufacturing Wag“s Account 



10 715 

„ „ £xi>ecses . 



1 2,680 

„ Carnage on Purchases „ 



J 897 

„ Fuel and Power » 



542 

» Factory Lighting „ 



392 

(Being the transfer of JatlT accounts to the former 




Account) 




Sales Account 

To Trading Account 

(Being th* transfer of Sales to the latter Account) 

Dr 

118 755 

J 18.755 

Slock Aceoimt 

Dr 

16^80 

1 

To Trading Account 

(B“ing the entry to bring the closing stock into Account) 


16.580 


ProSt and Loss Account 

Dr 

14017 

! 

To Salanes Account 



s 4095 

. 05ce Expenses Account 



^ 2778 

• Rent and Taxes Account 



1.915 

. Camag* Outwards Account 



960 

« Tiaseilisg Expenses Account 



925 

n Insurance Acrount 



500 

K Discount 



422 

n Deprecation Account 

(Bang the transfer of sarsous expuses accounts to the 



2.422 

Pro^t and Loss Account) 




Froht and Loss Account 

Dr 

3054 


To Cap tal Account 

(Bnng tte transfer of net pro6t to Capital Account) 



3 054 

Cspiial Account 


£820 


To Drawings Account 

(B-ing the transfer of Drawings Account to the fonner 

Dt j 


6.820 

Account) 
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QUESTIONS AND ANSWERS IN BOOKkEtPINC Sc ACCOUNTING 


TRIAL BALANCE 


Rs 

Debits 


Plant and Machinery 

19,720 

Manufacturing Wages 

34,965 

Salaries 

15,965 

Fixtures and Fittings 

9.480 

Carnage Inwards 

1,980 

, Outwards 

2,150 

Freehold Works 

25,000 

Manufacturing Expenses 

9,455 

Insurance and Taxes 

4,175 

Goodwill 

30.000 

General Expenses 

8,142 

Factory Fuel & Power 

1.276 

Sundry Debtors 

78,140 

Lighting — Factory 

986 

Stable Expenses for distribu- 


tion 

2.473 

Stock 1st January 1966 

34,170 

Horses and Carts 

5.165 

Purchases 

97,165 

Sales Returns 

3.170 

Discount 

928 

Bad Debts 

J.485 

Interests and Bank Charges 

475 

Cash at Bank 

7.540 

Cash in hand 

145 

Rs 

3,94.150 


Rs 

Credits 

A Adamji's Capital Account 80,000 
Sundry Creditors 54,160 

Bank Loan 10,000 

Purchases Returns 1,140 

Sales 2,46,850 

Reserve for Bad and Doubtful 
Debts 2,000 


Rs 3, 94, ISO 


A. The following are the Adjusting Entries — 
JOURNAL E2<TRIES 



L.P; 

Rs P 

Rs. P. 

Depreciation Account , . Dr 

To Plant & Machinery Account 
„ Furniture A Fittings „ 

„ Horses and Carts „ 

(Being the provision for depreciation on Plant and 
Machinery at 10 per cent. Furniture & Fittings at 
< 5 percent, and Horses and Carts Rs 1,000) 

1 

! 

3,446 00 

1,972.00 

47400 

1,000X0 

Reserve for Doubtful Debts Account . Dr 

To Bad Debts Account 

(Being the transfer of Bad Debts to the former Account) 


1,485 00 

1.485 00 

Profit and Loss Account .. . .Dr 

To Reserve for Doubtful Debts 
(Being the charge on the Profit and Loss Account to bring 
i the Reserve to Spercent onDebtorsofRs 78,140) 1 


3.392 00 

3,392.00 






102 


QUESTIONS AND ANSWERS IN BOOKKEEPING t ACCOUNTING 


A ADAMJI 

TRADING AND PROFIT AND LOSS ACCOUNT 


For the year ended 31st December 1966 


To Stock 1 1 1966 

„ Purchases 

Less Returns 

Rs 

97 165 
1140 

Rs P 
34 170C0 

9602500 

34 96500 

By Sales 

Less Returns 

Rs 

246 850 
3170 

Rs P 

2 43 680 00 

Manufacturing Wages 





„ Manufacturing Expenses 

94S5 00 




Carriage Inwards 


1980 CO 




Fuel and Power 


’ 1276 00 




Factory Lighting 


98600 




Gross Profit c/d 


1 94 45300 





Rs 

2 7331000 


Rs 

27331000 

To Salaries 


1 Rs P 
1596500 

By Gross Profit b d 


Rs P 
9445300 

General Expenses 


1 814X00' 




Stable Expenses 


2473 00 




Carnage Outwards 


2,15000 




Insuranee and Taxes 


3 685 00 




Discount 


92800 




Interest and Bank Charges 

475 00 




Reserve for Doubtful 
Debts 

Add Bad Debts 

Rs P 

3 907 00 
1465 00 





Less Old Reserve 

5 392 00 

2 00000 





Depreciation — 

Plant & Machinery 
10% 

Fixtures & Fittings 
5% 

Horses & Carts 

1 972.00 

474 00 

1 000 00 

3 44600 

3 587 15 

50X0985 




„ Commission — 

Works Manager at 
1% 

Genera! Manager at 
5% 

944 53 

2 642 62 




Net Profit transferred to Capital 1 
Account 





Rs I 

9445300 


Rs 

94 453 00 



ri.NAI, ACCOUNTS AND JOCRNU. I VIRUS 


10 .: 


BALANCE SHEET 


As at 3Ist December 19GC 


Liabilities 


\ 

! Rs. P. 

/ts^rls 


Rs. P. 

Sundry Creditors : — 

On Open Accounts . . 
Outstanding for Ex- 
penses . . 

Rs. P. 
54,160.00 

3,587.15 

' 57,747.15 
10.000.00 

Cash in Hand 

Cash at Bank 

Sundry Debtors 

Less Reserse for Doubt- 
ful Debts @ STo . . 

Rs.” 

78,140 

145.00 
7.540 00 

Bank Loan . . 

•• 

3,907 

74.23 TOO 
29.630.00 

9,006.00 

Capital Account ; — 
Balance on 1-1-1966 . . 
ArfJNct Profit during 
the year 

so.ooo.co 

50,209.85 

1 

1,30,209.85 

Stock 

Furniture and Fittings . . 
Less Depreciation @ 

9,480 

474 



Horses and Carts 

Less Depreciation 
written off 

5,165 

1,000 

1 

\ 

4,165.00 









Plant and Machinery 

Less Dcpreci.alion @ 

10',. 

19,720 

1,972 

' 17,748.00 
25.000 00 
.30,000.00 
490.00 



' 

Freehold Works 

Goodwill 

Expenses Prepaid 

•• 


Rs. 

1,97,957.00 


Rs. j 

1,97,957.00 


Q, 116. From the foUoioing balances extracted from the books 
of J. Jehangir on 3Qth June 1967, prepare Final Accounts after making 
entries in regard to the foUoicing adjustments and the closing of 
accounts. 


Stock on 30th June 1967 was Rs. 35,000. Write ofi Rs. 3.000 Bad Debts 
and maintain a Reserve of 57J on Debtors. Depreciate Plant and Itiachmcry 
1071 ,. Allow interest on Capital at per annum. Wages and Salaries are 
unpaid to the extent of Rs. 1,500 and Rs. 450. Rent at Rs. 200 per month for 
the last two months is unpaid. 


Stock on tst July 1966 

Waecs 

Salaries 

Railway Char!,-cs. etc 
Purchases 
Purchases 

Interest on Overdraft 
Bills Receivable 
Rent 

Plant A- Machinery 
Traveilins Expenses 
Repairs to Plant 
Cash in hand . . 

Cash at Bonk 
Building 


Rs. 



Rf 

96.000 

Returns Inward.'" 


1,000 

28.000 

Sundr.v Debtors 


3.5,000 

4.000 

Onice Expenses 


5. 000 


Income-tax 


500 

5.000 

Drawings 


6,r)0!i 

1.20,000 

J. Jeh.angir's Ca.uitn! 


■.'.■i.O'h' 

200 j 

[ Bills P.ayable 


."i.no'i 

6.000 1 

1 The Co’isolid.ated Ban!. 

I.o.e 


2,000 ’ 

(Cr.i 


4.0‘)0 

20,000 ’ 

[ Sales 


2 50,00 m 

5.000 , 

Reserve for Bad Debt.*" 


.7.600 

i.con j 

[ D"' i-.int on Purchaser 


4,00,1 

200 1 

i Su ". !ry Creditors 


23.300 

1.800 1 

' Returns Outv.-ards 



5.000 i 





104 QUESTIONS AND ANSWERS IN BOOKKEEPING & ACCOUNTING 

A The following are the Adjusting Entries to be passed — 


JOURNAL ENTRIES 




L.F 

Rs 

Rs 

Bad Debts Account 

To Sundry Debtors 

(Being the entry to write oft the balances due from the 
Sundry Debtors being irrecoverable) 

Dr 


3 000 ; 

3000 

Reserve for Doubtful Debts Account 

To ProSt and Loss Account 

(Being the entry to write back the amount provided for 
m excess on the former account in previous years ) 

Dr 


400 

400 

Depreciation Account 

To Plant and Machinery Account 
(Being the provision for depreciation on Plant and 
Machinery at 10% ) 

Dr 


20C0 

2000 

Interest Account 

To Capital Account 

(Being Interest at S% allowed on Capital ) 

Dr 


2JOO 

! 2500 

Wages Account 

Salaries Account 

Rent Account 

To Outstanding Creditors 

(Being the provision for expenses outstanding on the 
former accounts ) 

Dr 


1500 

450 

400 

2350 

Purchases Account 

To Purchases Returns 
„ Trade Discount 

(Being the transfer of Purchases Returns and Trade 
Discount to the former account ) 

Dr 


5 500 

1500 
; 4000 

i 

Sales Account 

To Sales Returns Account 

(Being the transfer of Sales Returns to Saks Account ) 

Dr 


1000 

1000 


The following are the Closing Entries — 


JOURNAL ENTRIES 



i 


t-F 

i 

R, 


Trading Account 

To Stock Account 
„ Purchases Account 
„ Wages Account 

Railway Charges Account 

(Being the transfer of the latter account to the former ) 

Dr 


2 45 000 

96 000 

I 14 500 
29 500 
?000 


Sales Account 

To Trading Account 

(Being the transfer of Sales to Trading Account ) 

Dr 


2 49 000 

2 49 000 


Stock Account 

To Trading Account 

(Being the entry to bring closing stock into account.) 

Dr 


35000 

35 000 






FLXAL ACCOC.VIS ,VN’D JOURNAL ENTRJES 

JOURNAL ENTRIES— cor.rd. 
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stock on hand on 30th September 1060 was Rs. 1,23,960. 

•Write otr half of B. Madan’s dishonoured bill. 

Create a Re,serve of 5% on Sundry Debtors. 

Charge 57d Interest on Capital. 

Manufacturing Wages incldue Rs. 1,200 for erection of new machinery purchased 
last year. 

Depreciate Plant and Machinery by .561 and Fixtures and Fittings bv 10'’r per 
annum. 

Commission earned but not received amounts to Rs. 600 
Interest on Loan for the last tv.-o months is not paid. 

A. 


A. ARTHUR 

TRADING AND PROFIT AND LOSS ACCOUNT 
For the year ended Zdth September 19GG 




Rs. 


Rs. 

1 Rs. 

To Stock, 1st October 1965 


89,680 

By Sales 

3,56,430 

1 

1 

1 

„ Purchases 


2,56,590 

Less Returns 

2,780 

1 

1 3,53,650 
i 1,28.960 

„ Manufacturing Wages . . 

„ Gross Profit c/d. 


39,770 

95,570 

„ Stock on 30ih Sept. 1966 



Its. 

4,82.610 


Rs. 

j 4,82,610 



Rs. 

* 


> RS. 

To Salaries and Wages 

.. 

11,000 

By Gross Profit b/d. 

. 

1 %,570 

„ Rent and Taxes 


5,620 

„ Commission 

. . 

; 6,240 

„ Interest and Discount 


6.070 




„ Travelling ILxpcnscs 


1,SS0 



' 

„ Repairs and Renewals . . 


3,370 



' 

„ Insurance 


250 



j 

„ Cad Debts 


4,120 



\ 

„ Reserve for Doubtful Debts at 

5 per cent 

3,075 

• 



„ Interest on Capital at 5 per cent . . 

5,970 



' 

„ Depreciation Account 

Plant and Machinery 
at 5 per cent 

Rs. 

1,440 

1 



1 

1 

Fixtures and Fittings 
at 10 per cent 

897 

2,337 

59.1 IS 



: 

,. Net Profit transferred to Capital 
Account 





Rs. 

1,02,810 


Rs. 

1,02,810 
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QUESTIONS AND ANSWERS IN BOOK KEEPING A ACCOUNTING 

BALANCE SHEET 
As at 30th September 1966 


Ltabtltlies 

Rs 

Rs 

Asierj 



Rs 




Cash m band 



530 

On Open Accounts 

59 630' 


. at Bank 



18^70 

For Loan 20000 



Sundry Debtors — 

Rs 

Rs 

Interest 200 


1 79 830 

For Bills Receivable 
, Commission 


9 500 





61500 



Capital Account — 

Rs 

Less Reserve for 

j 


Balance on 1st Oct. 1965 

1 1940t 


Doubtful Debts 




Add Interest at 5 per cent 
Add Profit during the 

5^71^ 


at 5 per cent 

3 075 

58 425 


59 118| 







Stock 



128 960 


1 84438 


Fixtures and Fittings 


8 970 


Less Drawings during 


1 

Lest Depreciation 

at 


1 

the year 

10 550' 


10 p“t cent 


897 





Plant and Machinery 


28 800 





Add Addiuons dunce the 


1 




year 


1200 

1 






30000 




1 

Less Depreciation 

at 5 


i 



1 

percent 







Prepa d Expenses 



150 


Rs 

b 53 763* 



Rs 

2^3768 


Q 118 From the fonoiotng balances of M Manecklal, prepare 
Trading and Profit & Loss Account and Balance Sheet as at 31st 
December 1966 — 


Rs 


Capital Account 20 500 

Creditors — Trade 15 000 

— Expenses * 3 400 

Rent Received 300 

Purchases Returns 2 000 

Sales 1 44 BOO 

Bad Debts Reserve — 

1st January 1966 300 

Advertising Development 4 000 

Goodwill 2 500 

Plant and Machmery 10 000 

Travellers Samples 1 350 

Stock on 1st Jan 1966 16 000 

Debtors ^ 300 

Cash at Bank I 000 

Cash in hand 55 


Rs 


Drawings 2 500 

Purchases B5 500 

Carriage Inwards 750 

Wages — Manufacturing 11 500 

Power 4 500 

Kent and Insurance 9 950 

Salaries and General Wages 17 200 
D scount Received 900 

General Charges 4 300 

Sales Returns 300 

Travellers Commission 1 445 

Salaries 4 550 

Discounts allowed 2^00 


The closing stock was Rs 11 500 but there has been a loss by fire on 
December 20th 1966 to the extent of Rs 10 000 not covered by Insurance 
Depreciate Plant and Machinery by 10% and Travellers’ Samples by 33-1/3% 
Increase the Bad Debts Reserve to Rs 1000 Write 50% oS Advertising 
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Note — ^The Loss by Fire must be credited to Trading Account and 
debited to Profit and Loss Account so as not to disturb tbe ratio of Gross 
Profit 

Q 119 On 1st January 1966, the Bad Debts Reserve was 
Rs 2,400 The Bad Debts dunng the year amounted to Rs 1,700 The 
Debtors at 31st December 1966 ore Rs 58,000, and a new Reserve of 
5% IS required Make the necessary Journal Entries, show the 
Ledger Accounts and the Profit and Loss Account and Bolance Sheet 

A 

JOURNAL ENTRIES 


1966 LF 

Dec 31 Reserve for Doubtful Debts Account Dr 

To Bad Debts 

(Being the transfer of Bad Debts dunng tb* jear 
to the former account) 


Profit and Loss Account Dr 2,200 

To Reserve for Doubtful Debts 2 200 

(Being the additional provision made to bring up the 

Reserve to 5% on Rs 58000) | 


Rs j Rs 
1700 

1700 


BAD DEBXfe ACCOUNT 


/1966 

Rs 

1 

1966 1 

Rs 

Dec 31 To Sundry Debtors 

1700 

Dec 31 By Reserve for Doubtful 


! 


1 Debts— Transfer 

1700 

1 ^ 

1700 

Rs i 

1700 



1 1 



RESERVE FOR DOUBTFUL DEBTS ACCOUNT 


1966 
Dec 31 

To Bad Debts— Transfer 
, Balance c/d I 

Rs 

1700 

2.900 

1966 
Jan 1 
Dec 31 

By Balance b/fd 

K Profit & Loss Account 

Rs 

2 400 

2 200 


Rs i 

4 600 


Rs i 

4600 








Less Old Reserve 


BALANCE SHEET (Assets side) 


55 100 







HES!:R\'r. lOR nocnTfui. herts anh oiscoents 


in 


^Q. 120. On 31st December 1964, the total amount owing by 
the Debtors teas Rs. 40,445, of lohich Rs. 445, represented Bad Debts, 
lohich had remained to be loritten off. It icas decided to write these 
of and create a Reserve of 5 per cent on the balance to cover Donbtftil 
Debts. During the year 1965, the Bad Debts loritten off amoxmted to 
Rs. 1,200. On Zlst December 1965, the Debtors amounted to Rs. 45,000 
and the Reserve for Doubtfid Debts was to be maintained at 5 per cent 
on the Debtors. In the year 1966, Bad Debts amounting to Rs. 4,000 
were written off and on 31st December 1966, the Debtors were 
Rs. 30,000, the Reserve for Doubtfid Debts being again maintained at 
5 per cent. On 31st December 1967, the Debtors amounted to only 
Rs. 10,000 and the actual Bad Debts written off during the year 
Rs. 300. The Reserve for Doubtful Debts was to be maintained at 
21% on the total amount of Debtors. 

Pass Journal Entries each year in respect of the Bad Debts and 
the Reserve for Doubtful Debts Account. Show also how both these 
items will appear in the Profit and Loss Account and how the Reserve 
for Doubtful Debts xoill be shoion in the Balance Sheet of each of these 
years. Prepare Reserve for Doubtfid Debts Account for each year. 

A. 

JOURNAL ENTRIES 


Dec. 31 

Bad Debts Account 

To Customers' Accounts 
(Being the amount of Bad Debts written off.) 

Dr. 

445 

415 

•» ?• 

Profit and Loss Account 

To B.id Debts 

(Being the cnirs for writing off Bad Debts Account.) 

Dr. 

445 

445 

r» f» 

Profit and Loss .Account 

fo Rc.scrvc for Doubtful Debts 
(Being the provision made for Doubtful Debts at 5% on 
Rs. 40,0J0.) 

Dr. 

2.000 

2.000 

1965 
Dec. 31 

Reserve for Doubtful Debts 

To Bad Debts 

(Being the entry for transferring B.ad Debts to former 
•Account.) 

Dr. 

i,:co 

i,;co 

♦» 

Profit and Loss Account 

To Reserve for Doubtful Debts 

Dr. 

1.450 

1,450 


(Being the niliiiiipnat provision made to bring up the 
Reserve for Doubtful Debts to 5% on Rs. 45.000.) 
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JOURNAL ENTRIES— confd 


1966 
Dec 31 

1 

Reserve for Doubtful Debts Dr 

To Bad Debts 

(Being the entry for transferriDg Bad Debts to former 
Account ) 

lf' 

R. 1 
4 0C0 

Rs 

4000 


Profit and Loss Account Dr 

. To Reserve for Doubtful Debts 
(Being the new provision made to bring up the Reserve 

for Doubtful Debts to 3% onRs 30CU0) ' 


3^50' 

3^ 

1967 
Dec. 31 

Reserve for Doubtful Debts Dr 

To Bad Debts 

(Being the entry for transferring Bad Debts to former 
Account ) 


300 1 

300 


Reserve for Doubtful Debts Dr 

To Profit and Loss Account 

(Being the excess profit transferred to Profit and Loss 

Accounrafter leaving a Reserve for Doubtful Debts i 

at2i%onRs.lO/XO) | 

1 


950 

950 


RESERVE FOR DOUBTFUL DEBTS ACCOUNT 


1964 ^ 
Dec 31 

To Balance c/d 

Rs 

2000 

1964 ' 
Dec 31, 

By P & L Account 


Rs 

2000 


Rs. 

2000 



Rs 

2000 

1965 
Dec 31 

1 

To Bad Debts Account- 
Transfer 

1 „ Balance c/d 

Rs 

1.200 

2^50 

1963 
Jan 1 
Dec 31 

By Balance b/d 
„ Profit and Loss 
Account 


Rs 

2000 

1450 


1 Rs 

3 450 



Rs 

3 450 

1966 
Dec 31 

To Bad Debts Account — 
Transfer 
„ Balance c/d 

Rs 

4 000 
J.3O0 

1966 
Jan. 1 
Dec.31 

By Balance b/d 
„ Profit and Loss 
Account 


Rs 

2^0 

3250 


Rs 

5^00 



Rs 1 

5400 

1967 
Dec 31 

To Bad Debts Account- 
Transfer 

„ Profit & Loss Account 
„ Balance c/d. 

Rs 

300 

950 

230 

1967 
Jan. 1 

By Balance b/d 


Rs 

1400 


Rs 

1400 



Rs 

1400 

i 



Jan. 1 

By Balance b/d 


250 






RrsERvr, FOR Doumnx dfets and discounts 


PROFIT AND LOSS ACCOUNT, 19G4 (Debit side) 


To Bad Debts 

„ Reser\-e for Doubtful Debts 


PROFIT AND LOSS ACCOUNT, 

1965 (Debit sidel 


Rs 

To Bad Debts 

1.200 

Reserve for Doubtful Debts 

2.250 


3,450 

Less Old Reserve 

2.000 

PROFIT AND LOSS ACCOUNT, 

1966 (Debit side) 


Rs. 

To Bad Debts . . . 

4.000 

., Reserve for Doubtful Debts 

1.500 


5.500 

Less Old Reserve ... . . 

' ... 2.250 

PROFIT AND LOSS ACCOUNT, 

1967 (Credit side) 


Rs. Rs. 

By Balance of Old Reseivc for Doubtful 


Debts 

1.500 

Less Bad Debts 

300 

., New Reserve 

250 


550 


BALANCE SHEET 
As at 31st December 19G4 
(Assets side) 

Rs. 

Sundry Debtors . ..... 40,000 

Less 5''! Reserve for Doubtful Debts . 2,000 


BALANCE SHEET 
•ds at 31st December 1PC5 
(Assets side) 


Sundrv Debtors 

Less 5‘c Kcscia'c for Doubtful Debts . 


Rs. 

45,000 

2.250 


BALANCE SHEET 
As at 3lsi December 1960 
(Assets side) 


Sundrv Debtors 

Less 5 ''4 ResciA'e for Doubtful Debts 


Rs. 

30.000 

1.500 


BAL.ANCS SHEET 
As Gt 3is£ December L9G7 
(Assets side) 


Svindry Debtors 

Less 25 c Rcser%‘e 


for Doubtful Debts. ... 


Rs. 

lO.COO 

250 


Rs. 

445 

2,000 


Rs. 


1,450 


Rs. 


3,250 


Rs. 


950 


Rs. 

38.000 


Rs. 


42,750 


Rs. 


23,500 


Rs. 

9.750 
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Q 121 The Sundry Debtors at ^Ist December 1966 were 
Rs 40,000 and you are required to mahe a 5 per cent Reserve jor 
Doubtjul Debts and also a 5 per cent Reserve for Discounts The actual 
Bad Debts during ike year 1967 amounted to Rs 1,600 and the dis- 
count allowed were Rs 1 700 The Debtors at the close of the year 
1967 were Rs 50 000 and Reserve for Doubtful Debts and Reserve 
for Discounts are required to be maintained at 5 per cent Give 
Journal entries and show how the transactions would be shown in the 
Ledger Accounts, the Profit and Loss Account and the Balance Sheet 


A. 


JOURNAL. ENTRIES 


1966 
Dec 31 


1967 
Dee 31 


Profit and Loss Account Dr 

To Rescne for Doubtful Debts 
(Being the prosision made at 5% on Rs 40 0(X>for 
Doubtful Debts.) 


Profit and Loss Account Dr 

To Reserve for Discount on Debtors 
(Being the ptovis on made for Discounts at on 
Rs 38j0(M VIZ the estimated realisable amount of 
Sundry Debtors ) 


Reserve for Doubtful Debts Account Dr 

To Bad Debts 

(Being the entry to close Bad Debts Account by transfer 
to the former Account > 


Profit and Loss Account Dr 

To Reserve for Doubtful Debts 
(Being tbe additional provision made to bnng it up to 
5% onRs 50 000) 


Reserve for Discount on Debtors Account Dr 

To Discount Account 

(Being tbe transfer of Discounts during the year to 
former Account.) 


Profit and Loss Account Dr 

I To Resene for Discount on Debtors 

i (Being the provision for Discounts at 5 per cent on 
Rs 47,500 tbe likely realisable value of Sundry 
D btors.) 


L.F 

Rs 

2 000 


1,900 


1600 


2100 


1700 

2175 

1 

! 

1 


Rs 

2000 


J900 


1600 


2100 


1700 


2175 


BAD DEBTS ACCOUNT 




Rs 

1967 

Rs 

Dec 31 

To Sundry Debtors 1 

1600 

Dec. 3C By Reserve for Doubtfuf 
Debts— Transfer 

1600 


Rs. 

! 

1600 

1 

1600 






RESERA’E rOR DOL'BTrUL DEKIS AND DISCOUNTS 
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RESERV'E FOR DOUBTFUL DEBTS ACCOUNT 
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BALANCE SHEET 
As at 31st December 1966 
(Assets side) 

Sundry Debtors 

Less 5% Reserve for Doubtful Debts 2 

, 5% Reserve for Discounts on Debtors 1 


BALANCE SHEET 
As at 31st December 1967 
(Assets side) 

Sundry Debtors 

Less 5% Reserve for Doubtful Debts 2 

„ 5% Reserve for Discount on Debtors 2 


Q. 122. On 1st January 1966, the Reserve for Discounts on 
Creditors was Rs 1,200 The Discounts earned during the year 
amounted to Rs 1,040 The Creditors at 31st December 1966 were 
Rs 50,000 and a new Reserve of 2i per cent is required Show the 
Journal, Ledger, Profit and Loss and Balance Sheet entries relating 
to Dtscounf 

A. JOURNAL ENTRIES 


1966 

Dec 31 Discount Account I 

To Reserve for Discount on Creditors 
(Being the transfer of Discounts earned dunog the 
year to latter Account ) 


Reserve for Discount on Creditors I 

To Profit & Loss Account 

(Being the additional provision made to bring up the 
Reserve to 2i per cent on Rs 50 000 ) 


DISCOUNT ACCOUNT 

1966 1 

Dec 31 To Reserve for Discount 

on Creditors Account ' 

Rs 

1966 

Dec 31 By Sundry Creditors 


Rs 

1,040 






' Rs 

1,040 


Rs ' 

1 1040 


RESERVE FOR DISCOUNT ON CREDITORS ACCOUNT 


1966 
Jan 1 
Dec 31 

To Balance b/d 
„ Profit and Loss 

1 Account 

Rs 

1200 

1090 

1966 
Dec 31 

By Discount Account — 
Transfer 

K Balance b/d 

Rs 

1,040 

1,250 


' R 

s 2,290 


Rs 

2,290 

Jan 1 

1 To Balance b/d 

1.250 










RESCRVr rOR DOCnTI'LL DEBTS AND DISCOO.TS 11 

PRorrx A:^,*D loss accoloit 

A.:i ct 3lsi Dccc^cct 196 '! 
f Credit side I 

P.s. Rs. 

Disccents . . .. ... ... I.C40 

F.eser'.'o for Disecu-nt on Cr'rditcrs 


Less Old Reserve . ... ... ... I.2C0 

T 

BALAZMCE SHEET 
-As c: 3 Is; Dece'-'-ber ISdd 
(LiacEities side) 

Rs Rs. 

dry Creditors . . - 53,rr,"> 

Less di'-'c Reserve for Discount cn Crediters ... lT.rO 

td.ivO 



CHAPTER in 


CAPITAL AND REVENUE EXPENDITURE, RECEIPTS AND 
PAY3IENTS STATEftlTNT AND INCOME AND 
EXPENDITURE ACCOUNT 

Q 123 Explain fully why it iS necessary to dtsUngutsh between 
Capital and Revenue Expenditure 

A The distinction between Camtal and Revenue Exnenditure most 
vitally allects the fundamentals of accounting and it is highly essential, there- 
fore that the projier adjustment of these items must receive close and care 
ful attention at the time of preparation of Final Accounts In view of the 
fact that in so constructing the Final Accounts all revenue items would have 
to be included in the Revenue Account i e , the Profit and Loss Accoimt 
and all items of Capital Expenditure will form part of the Balance Sheet, 
it follows that this distinction would need to be most rigidly observed 
inasmuch as any incorrect adjustment or allocation in this behalf would 
falsify the final results as disclosed by both the Profit and Loss Account and 
the Balance Sheet 

Q 124 Define Capital and Revenue Expenditure 
A All expenditure which results m the acquisition of permanent assets 
which are intended to be continually used in the business for the purpose of 
earning revenue is Capital Expenditure Further any amount expended 
which tends to extend or improve existmg assets so as to enhance their 
revenue earning capacity by increasing production or reducing cost of pro- 
duction may rightly be treated as Capital Expenditure Thus the cost of 
Land Budding Plant Tools, Fixtures and similar as'cts acquired by any 
concern by way of permanent equinment so that \Mth the helo of these 
the business may be carried on uould bo treated as Capital Expenditure 
Revenue Expenditure. — All establishment and other expenses incurred 
in the conduct and administration of the business come under the heading 
of Revenue Expenditure Further, all expenses incurred by way of repairs 
replacements and renewals of existing assets which do not in any way add 
to their earning capacity but simply serve to maintain the original equipment 
in an efficient working order are properly chargeable to revenue Thus office 
salaries rent taxes insurance advertising and other expenses incidental to 
the carrying on of a business, as also amounts expended on repairs to assets 
forming part of permanent equipment would be treated as items of Revenue 
Fxoenditure 

Note — It is important to note that whereas all items of Camtal Expen 
difure will be included in the Balance Sheet all Revenue items will find their 
place in the Revenue Account, i e the Profit and Loss Account 

Q 125 Give instances of items which although normally con- 
sidered as revenue expenditure are cdlowed to be capitalised under 
certain circumstances 
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A. The following are exceptions to the above general rules: — 

Legal Costs and Architect’s Fees. — ^These arc, as a rule, revenue charges; 
hut Legal Charges and Stamp Duty paid for conveyancing on acquisition of a 
property and Architect’s Fees paid for supervising construction of a property 
can be capitalised, as they form an additional cost of the asset acquired. 

Brokerage and Stamp Duty, — ^Nonnally, these are revenue items; but 
brokerage paid on acquisition of a property or on purchase of shares, stocks 
or other securities, as also the stamp duty involved thereon can be treated 
as an additional cost of the purchase and capitalised. 

Parliamcntarj' Expenses. — Parliamentary Expenses incurred in promot- 
ing Bills for gi-anting licences to Raihvaj's. Tramway Companies. Gas Works, 
Electric Lighting Companies and such other concerns, are capitahsed under 
special Acts. 

Productive Wages. — This is a revenue charge; but in a manufacturing 
business where the firm's own men are employed in maldng e.xtension to 
the factory building, or in erecting plant or manufacturing tools for own 
requirements, the wages paid for such purposes would be capitalised. 

Repairs. — Repairs and renewals are nonnally treated as items of revenue 
expenditure; but if an old propei-ty has just been acquired in a dilapidated 
state, and an amount is e.xpended to put it into a tenantable condition, the 
same can rightly be added to the cost of the asset. Similarly, if an old 
machine is pui'chased and a sum is spent by way of repairs and replacements 
to put it in running order and thus render it revenue-earning, the same can 
fairly be treated as an additional cost of the machine. 

Advertising. — Ordinarily, amounts expended on advertising own factory 
products or other goods dealt in with a view to enhance the sales, are charge- 
able to revenue. But where a newspaper concern e.xpends abnonnally hcavj' 
amounts on advertising in the beginning of its career, or where a manufac- 
turing concern advertises largely its patented products at the initial stages 
of the business, this may have the effect of creating a future goodwill and 
may be capitalised. 

Interest. — Although, ordinarily, a revenue charge, interest paid by 
public utilitj' concerns on subscribed capital, during constniclion of works, 
is allowed to be capitalised by statute, under certain terms and conditions. 

Freight and Carriage. — Tliis is revenue charge; but freight or carriage 
p,nid on ncwly-ncquirod plant or similar fi-xed asset will form additional cost 
of the asset in question and will be capitalised. 

Development Expenst's. — In concerns like ColHorjcs, Minos, Ten. Rubber 
and other Plantations, all expensc.s incurred during the rntriod of development 
and upto the time they begin to earn are charged to Capital. 



120 QUESTIONS AND ANSWERS IN BOOKKEEPING &. ACCOUNTING 

Preliminary or Formation Expenses — ^These are mitial expenses incurred 
in connection with the formation of a public company and the obtaming 
of the share capital These expenses, although revenue in their nature, are 
allowed to be capitalised and can be shown as an asset in the Balance 
Sheet, under the Companies Act There is nothing, however, to prevent 
their being written off against Profits over a period of years and it would 
be sound and prudent to do so, provided there are sufficient, profits to 
write these off 

Underwriting Commission or Brokerage on Shares — These items are 
equally of a revenue nature as above, but are allowed to be capitalised and 
can be shown in a Company Balance Sheet as an asset, under the 
Compames Act 

Cost of Issue of Debentures or Discotmt on Issue of Debentures — This 
item represents expenses or loss arising at) the time of issue of Debentures 
by a Public Company, and although revenue by nature it is allowed to he 
temporarily caoitalised and anoortioned equally over the number of years 
for which the Debentures are to run 

Additions to Leasehold — Addition to a Leasehold Building is a capital 
expenditure and can be debited to Leasehold Account But the cost of the 
origmal Lease as also the cost of additions thereto must be charged off to 
revenue equitably over the penod covered by the Leasehold 

Expenses Relating to Patents — All expenses relatmg to experimenting 
and subsequent acquisition of Patents including the Patent Agent's Fees are 
allowed to be capitahsed, but fee paid for Renewal of Patents is a revenue 
charge 

Q 126 What do you understand by the term “Deierred 
Revenue Expenditure’”’ Give a few instances of such expenditure 

A. Deferred Revenue Expenditure — ^Where heavy expenditure of a 
revenue nature is meurred, the benefit of which is likely to extend beyond 
the year m which it takes place, it is customary and legitimate to allow 
such an expenditure to be temporarily capitalised and to be spread equally 
over the number of years for which it is anticipated the benefit would be 
enjoyed by the busmess It need hardly be stated, however, that as to 
within what number of years the whole amount should he written off will 
depend on the circumstances attaching to each particular case Items 
such as Preliminary Expenses, Brokerage on Shares and Cost of Issue of 
Debentures or Discoimt on Issue of Debentures as explained above, may 
well be classed under this head Further instances of Deferred Revenue 
Expenditure items are 

(a) Cost of Removal of Busmess to a more convenient locality 

(b) Cost of Rempval of Works and the mcidental expenses meurred 
m connection with the dismantlmg, removmg and re-erection of plant and 
machmery 



CAPITAL A\D RnvEM'r. ExpE.vpi n;Ki: 


121 


(c) Exceptional Repairs of a non-recurring nature by wav of over- 
hauling of the entire plant or a section thereof. 

(d) A(I\ertising payment made under a contract extending over a term 
of years or an abnormally hear^j' amount expended on advertisement in any 
one year in order to populanse a new product. 

In all such cases, inasmuch as the benefit to be derived fro.m the amount 
expended would last for a number of years to come, it is doomed sound and 
equitable that each of these years concerned be burdened with a propor- 
tionate share of such expense, and not the whole amount be charged off to the 
revenue account of the very year in which it had been* so e.xponded. 

Q. 127. Hmo should ‘^Structural Alterations” to an cxistuig 
property or plant he dealt loitli? 

A. t^Tiere structural alterations are made on a properts’ to satisfy local 
byc-Iaws, but which do not in any way add to the revenue-earning capacity 
of the asset in question or rvhere alterations ha\’e to be made on a root to 
prevent leakage of rain rvater, the amount spent should be charged to revenue. 
Thus, if additional emergency exits have to be constructed in a theatre under 
the rules of local authorities, the cost should be charged to revenue. But 
where alterations are done to any e.xisting plant whereby its efficiency or 
capacity is increased, such cost may fairly be capitalised. Sinrilarly, if a 
tlieatre or cinema-hall is rc-fumished or structural alterations are done thereto 
whereby its attractiveness and comfort are considerably added to. so as to 
result in additional revenue, the amount c.xpended will be treated as Capital 
Expenditure: but if the e.xpenditure is by way of re-painting and putting 
the properly in thorough repairs, the same must be charged off to revenue, 
although an abnormal amount haring been spent in this manner may be 
treated as a Deferred Revenue Expenditure item and spread over a reason- 
able number of years. 

Q. 128. Under ichat circumstances tcould an amount expended 
on an existing asset he apportioned hetirccn capital and revctiuc? 

A. It happens sometimes that an amoimt is expended on an existing 
asset, and whereas tlie whole of it cannot on the one hand be treated as 
capital e.xpendituro. it cannot equally be deal: with in its entirety as a 
revenue charge. Under such a circumstance, it will have to be most 
carefully apportioned between capital and revenue, and for the purpose 
of sucli a dissection, tire basis of apportionment Avould be as follows. To 
the e.xtent to which tlic expenditure rc.sults in enhancing the revenue-earning 
capacity of the existing asset, it can safely bo treated as capital e.xpendi- 
ture and the balance may be charged off to revenue. In so dissecting the 
expenditure, it has always been regarded as sound and desirable to err on 
the safe side by ch.arging a proportionately larger sum to revenue titan would 
be justified from the results, in order that the asset account concerned may 
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not be shown in the books at anything more than its real value A good 
illustration on this point may be quoted Some extensive alterations were 
done recently to a Cinema Theatre Building Apart from important struc- 
tural alterations, the entire property was put in thorough repairs, and the 
interior of the theatre including the sittmg accommodation was absolutely 
re-furmshed and made more attractive and comfortable This resulted 
immediately in a substantial increase in revenue A careful analysis of the 
total sum expended ehcited the fact that only 16% of the total expenditure 
related to repairs and re namting and that 64% represented improvements 
to building and cost of re-fumishing It was then decided to treat 20% of 
the entire expenditure as a revenue charge and capitalise 80% The book 
value of the old assets abandoned had naturally to be written off, but as this 
sum as also the 20'’( to be charged to revenue amounted to an abnormally 
heavy burden on the Profit and Loss Account, the same had to be distri- 
buted over a period of three years 

Q. 129. V/hat method of adjustment between Capital and 
Revenue is usually followed when Old Works have to he pulled down 
and are replaced by New Works of greater earning capacity or where 
the esnsUng plant has to he discarded to make room for one more 
costly and efficienf^ 

A, There are occasions when old works have to be pulled doivn and 
re-instated by new works of greater earning capacity, or the existing plant 
has to be discarded due to new inventions and replaced by one more costly 
and efficient Such a circumstance would call for a careful adjustment 
between capital and revenue, and the important pomt to be decided is, 
‘should the loss represented by the book values of the assets discarded he 
considered as part of the cost of new equipment and capitalised”’ In such 
a case, tfie one method usually followed is to capitalise the entire present 
cost of new equipment, and to charge off to revenue the book value of the 
old asset plus the cost of dismantling, less the proceeds from the sale of old 
materials and the value of old materials utilised m new construction A 
more conservative method would be to charge off to revenue the present 
cost of replacement and to capitalise only the actual betterment Assume 
that a tramway company converts its horse traction into an electric trac- 
tion, and an enormous amount of loss is sustained due to the horses and 
the old rolling stock having bad to be disposed off at any price reabsable 
Would it be sound and proper to capitalise such a loss b> treating it as 
forming part of the cost of new equipment'^ Opinion on this matter 
unfortunately is divided, but it may safely be said that although the legahty 
of such a procedure may not be questioned, it can never be said to be a 
sound policy to follow from the viewpomt of finance In fact, it is never 
sound to permanently capitabse an amoimt which is not represented by 
any tangible asset But the amount of loss arismg from the old assets 
having had to be discarded bemg abnormally heavy need not necessarily 
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be charged off to revenue in one year, but may be distributed over a renson- 
nble period of years. Where such a replacement does not result in any 
increase in the revenue-earning capacity of the business, the whole of flie 
cost of renewal may be treated as a revenue charge and may be spread 
equitably over the number of years for wiiich it is esti.niated the benefit 
of such replacement will be felt. 


Q. 130. Give an exhaustive list of items chargeable to Revenue 
and those chargeable to Capital. 

A. Items chargeable to Reveimc: — 

. 1. All expenses incurred in the ordinary conduct and administration 
of the business, such as Rent, Salaries, Wages, Insurance, Adver- 
tising, etc. 

2 . Expenses incurred by way of repairs, renewals and replacements 
for the purpose of maintaining the existing permanent assets of 
the business, such as Works Building. Plant, Maciiinery. Tools, 
Fixtures, etc. in a state of original wor'dng efficiency. 

3. Cost of goods bought for re-sale. 

4. Cost of Raw Itlaterials and Stores acquired for consumption in 
course of manufacturing. 

5. V,’'ages paid for manufacture of products for sale. 

6. All other amounts expended in the manufacturing and distribution 
of the products handled. 

7. Loss arising from wear and tear and obsolescence of assets utilised 
in business. 

S. Annual amount to be written off the Lease. 

9. Interest on Loans boiTowed for business. 

10. Loss arising from sale of Fixed Assets. 

11. x\nnual fees paid for renewal oi pate.nts. 

12. blaintenance of Ofuce Car or rdolor Van including ropiacement of 
Tyres. Tubes, Wheels, etc. 

13. biaintenance of Electric Lights and Fans. 

14. Book values of assets discarded or totally damr.gcdi or destroyed by 
fire or other reasons. 


Items chargeable to Capital; — 


1 . 




t 


Cost of Goodwill. 

Cost of Frecliold Land and Buildings, and the charges and 

stamp duty in connection with conveyancing. 

Cost of Lease acquired. 

Cost of Plant, blachincry. Tools. Fixtures, acquired for c-quinmc.nt. 
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5 Cost of Trade Marks, Patents, Copyrights Patterns and Designs 

6 Cost of Office Car, Motor Van or Iiorry 

7 Cost of installation of Lights and Fans 

8 Cost of any other asset acquired by way of equipment 

9 Expenses on erection of Plant and Machinery 

10 Actual additions and extensions to existmg assets 

11 Structural improvements or alterations to existmg assets whereby 
their revenue-earning capacity is increased 

12 Development Expenses in case of Mines and Plantations 

13 Admimstration Expenses in industrial enterprises mcurred during 
period of construction and equipment 

14 Cost of experimenting when the same results ultimately in acqui- 
sition of a patent 

Q 131 The Swadeshi Industnes removed their Works to a more 
suitable premises — 

(a) A sum of Rs 4,750 toas expended on dismantling, removing 
and re-installing Plant, Machinery and Fixtures 

(b) The removal of Stock from the old works to the new one 
cost Rs 500 

(c) Plant and Machinery which stood in the books at Rs 75 000 
included a machine at a book value of Rs 1,700 This being obsolete 
was sold off at Rs 450 and was replaced by a new machine which cost 
Rs 2,400 

(d) The freight and cartage on the new machine amounted to 
Rs 150 and the erection charges cost Rs 275 

(e) The Fixtures and Furniture appeared in the books at 
Rs 7,500 Of these some portion of the book value of Rs 1,500 was 
discarded and sold off at Rs 600 and new Furniture of the value of 
Rs 1,200 loas acquired 

A sum of Rs lAOO mas spent on painting the new factorg 

State which items of expenditure would be charged to Capital 
and which to Revenue 

A., (a) Rs 4,750 expended on removing and re installing Plant and 

Fixtures will have to he treated as Revenue Expenditure In view of the 
fact, however, that the benefit to be derived from the removal will last 
for a number of years to come and m view also of the fact that the expense 
IS of a non-recurrmg nature, there can be no objection to its bemg treated 
as a Deferred Revenue Expenditure item and spread over a term of 
years, say from three to five yeais and a proportionate amount charged to 
the Revenue 
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(b) The expenses incuiTed in removal of stock may also be dealt with 
in the same manner as abo\'c. 

(c) The difference between the book value of the machine sold, viz. 
Rs. l,/00 and the amount reahsed on sale, viz. Rs. 450 will have to be charged 
off to Revenue as depreciation. Rs. 2,400, the cost of the now machine, will 
have to be capitalised. 

(d) Rs. 150 expended on Freight. Cartage and on erection of the 
new machine can be debited to Plant and Machinery Account and thus 
capitalised. 

(e) In this case also, the difference of Rs. 900 between the book 
value of the Furniture discarded and the amount realised therefrom will 
be written off to Revenue Account and the cost of new Furniture will be 
capitalised. 

(f) The sum expended in painting the factory cannot be treated as 
capital expenditure, but will have to be charged off to Revenue. It may, 
however, be distributed over a period of three years in order that the 
Revenue Account of any one j’ear may not be burdened with a heavy 
expenditure of a non-recurring nature. 

Q, 132. State clearly hoio you would deal with the follotuing 
in the books of a Theatrical Company: — 

(a) Amount expended on equipping the theatre with sitting 
accommodation, decoration, carpets, gas and electric fittings, Rs. 15,750. 

(b) Purchase of Organ, piano and other musical instruments for 
the theatre, Rs. 3,350. 

(c) Amount expended in providing Uniforms for Staff, Rs. 650. 

(d) After three years, the Organ ivhich had originally cost 
Rs. 1,500 and lohich had been depreciated by 10% each year was sold 
for Rs. 750 and ivas replaced by a more up-to-date one costing 
Rs. 1,800. 

(e) Under orders of the local authorities, alterations had to he 
made in the location of some of the exits ivhich cost Rs. 250. 

(f) Due to a leakage of rain-ivater through the roof, the icall- 
paper got damaged and repairs had to be done to the roof as also the 
ivall-paper, the tchole costing Rs. 750. 

A. (a) The whole of the amount e.xpended on equipping the tlicatre 
with sitting accommodation, decoration, carpets, gas and electric fittings will 
be capitalised. 

(b) Tlie cost of Organ, piano and other musical instruments will be 
capitalised. 

(c) The amount expended on Uniforms for Staff will be capitalLscd. 
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(d) The difference beh^een the book value of the Organ, Bs 1,050 
ard the amount realised from sale viz Rs 7o0 vnll have to be charged off 
to Revenue and the whole cost of the new, Organ will be capitalised 

(e) The necessary alterations made in the location of Exits imder 

orders from local authorities would not m any vvaj add to the capital 
value of the theatre and the cost thus incurred cannot therefore be capital 
ised. The amount expended will have, therefore, to be WTitten off to 
Revenue • 

(f) The amount expended on repairs to roof and wallpaper must be 
charged off to Revenue 

Q 133 Explain jully what you know by a Receipts and Pay- 
ments Account 

A A Receipts and Paj-menls Account is a summary of actual cash 
receipts and nayments extracted from the Cash Book covering a particular 
penod. All cash received and paid during the period, whether on account 
of capital or revenue would be included m this account The receipts are 
entered on the debit side and the payments on the credit Athletic and 
eports clubs, charitable institutions etc where the object of the enterprise 
IS of suDpljmg a want and not that of profit making generally prese^'t 
periodical accounts m this form to their members and subscnbers The 
account commences with the oT>enmg balance of cash and similarly closes 
with the balance of cash at the end of the penod As it is a mere summary 
of cash transactions it does not mclude any income or expense outstanding 
and naturally fails to reveal the actual income or expenditure of the 
penod It cov ers 

Q 134 IWvat do you understand by an Income and Expenditure 
Account'^ 

A This IS a Revenue Account preoared bj non trading concerns sudi 
as educational institutions hospitals etc and mcludes all income earned 
during a given penod (whether actually received or not), and all expenditure 
incurred for the purpose of earning sudi mcome (whether actually paid or 
not/ His account serv es exaetfy tie same ptcrpose as the PVorSf antf Loss 
Account m a trading concenn The income m this case will be set out on 
the credit, and the expenditure on the debit It will naturallj mclude revenue 
items onlv and will serve to indicate either the excess of mcome over the 
expenditure durmg the penod, or vice v ersa. As this account takes the place 
of Profit and Loss Account, it presu^xises the books havmg been maintained 
on Double Entrj prmciples and mtist always be accompamed by its relative 
Balance Sheet. 

Q 135 Given a ^Receipts and Payments Statement of a parti- 
cular penod, what steps would you take to convert it into an Income 
and Expenditure Account‘d 
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A. The steps necessary to convert a Receipts and PajTnents Account 
into an. Income and Expenditure Account wall be as under: 

1. Exclude opening and closing Cash Balances. 

2. i/Iiminate all items ot capital receipts and payments. 

а. iitXciude income of the previous nenoci or an\' income I’ccei'v'cd in 
advance. 

4. Provide for accrued income, i.e., income earned during the period 
, and not received. 

5. Exclude expenditure either of the preceding period or the succeed- 
ing period. 

б. Provide for e.xpenditure due and not paJd. 

7. Bring into account items such as bad debts, depreciation, etc., as 
tvould affect the net income. 


Q. 136. 3Iention the important points of distinction beticeeii a 
Receipts and Payments Account and an Income and Expenditure 
Account. 

f 

A. Points of distinction between a Receipts and Payments Account and 
an Income and Expenditure Account: 

Receipts and Pajments 
Accoimt 


1. Is a summarised state.ment of 
cash transactions of a particular 
period. 

2. IMust necessarily commence with 
the opening balance of cash 
brought over from the preceding 
pieriod. if any. 

3. Restricts itself to cash trans- 
actions only and does not take 
any account of outstanding in- 
come or expenses. 

4. Itlakcs no distinction between 

capital and revenue receipt.^ or 
payments, and includes both i 
capital and revenue items. : 

5. Receipts are showm on the debit 

side and the payments on the ; 
credit. 1 


Income and Expenditure 
Accoimt 

1. Takes the place of Profit and 
Loss Account in non-trading 
concerns. 

2. Does not commence with any 
balance. 


3. Includes all income whether 
received or accrued and all ex- 
penses whether paid or out- 
standing. 

4. Includes revenue items only. 


5. Income is sho'.vn on llie credit 
and the expenses cn the debit. 
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Receipts and Paj’ments Income and Expenditure 

Account — (contd ) Account — (contiL) 

6 Does not necessarily include 6 Must bring into account income 

items relating to the period or expenses belonging to the 

it covers and may mclude re period under review 

ceipts or payments appertaining 
to preceding or succeeding 
period 

7 Difference between the two sides 7 Difference between the two 

would represent balance of cash sides would mean either excess 

at the close of income over expenditure or 

vice versa 

8 Need not necessarily be accom 8 Must always be aceompamed by 

panicd by a Balance Sheet its lelatwe Balance Sheet 

Q 137 From the following Receipts and Payments Account of a 
Charitable Institution and the further information supplied, prepare 
an Income and Expenditure Account for the year ended 31st 
December 1967 — 

RECEIPTS AND PAYMENTS ACCOUNT 
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RrcriFTs \>T> pvi'^tzNTS xvrr inco-^'c ExrEvr'xt^^ 


A. D<C03rE A:^^D EZCPE^rDiruBz Accorrrr 


i'C’* 3Ijt IC'57 


Expe^dnurs 

Rs. 

[ '•evr-r 

?s. 

Tc Cfcant’c-- 

I-i. 5 Cr 

B Denanens 

a rfrt 

„ SiafT Sa'anes 

2 d '’<'0 

.. Sue CT’pucns 

4 0 ?'^'' 

„ Rent <S. i ax(n! 


„ Lzzzzm ^ 

3 .ccn 

„ Printinc and Staticncni 

3 C 0 

^ fnrirtst on In'-cst— enis 

in rco 

„ Pcbtanc 

ICO 

, In'crss: or Dcrc-.'o 

152 

„ Ad'<crt'-ec:ents 

5 C 0 



^Excess of Incorn c o'-cr 




Expcnd.nn: 

I ,'^50 



Rs. 

21.150 


Rs 21,150 


Note: — ^The stTidsnt uiil note that items of Capital Receipts and Crp.tal 
Expenditure have been omitted and that outstanding Income and Expenses 
have been brought into account. 


Q. 13S. From the particulars giver, below prepare an Incorie 
and Expenditure Account and a Balance Sheet of the Cosmopolitan 
Gymkhana for the year ended 31st December 1966: — 


F-’capr: 


Life Mir-bcrs' Fees 
Dccaticns 
Eatmaoe Fees 
Tccrair-’cci Fuad 


FiMinue Fiec:~'i 


S^bMX’pbcii? 

Bar Receipts ' 
Interest cc Seccnties 
Cncket Fees 
Tenas Feic- 
EC'.ards Fees ...... 

Sen dries 


r a- 

i 


Rs. 

a.coo^ 

Lf.CCOq 
5 .CC 0 
I 5 C 0 


Ri. 

"’.tCO 

I.eCO 

zCC 

fCO 

•tfO 

eCO 

-'-s 




Rs. 


W S15 


Pc\ 

t 

Lands and Bu'le 
Toc.'na~cnt Etpenses ' 
'Fcmtiire . 

Pi-rehase of Scotts .^^ateria's- 
Finen Fa r-er.'r 

Sa'ares 

Pnnung and Stat’onerj ~~ 

Teicphoce — 

Gardening .. 

Icsumnce — 

Teen s — ~ 

Bilhe’-ds , 

Simdncs 

Bar Ertrenses milled it 
rnrcnascs 


Rs. 

:i.5co 
1 ICO 
1.500 


... 

, 105 

- ;co 

— leC 
250 
IZQ ■ 
-■ICO 
asQ 
ICO 

la'co - 


In'.cstrrents 
Ban’s Ci-rmct Acce 
Cas’i m Hand 


:: Ba’a-ce 


Rs 


-nee 

p.CCO 

I.-rn 

COO 

to '•25 


T , * ^ 


Fees cutstancinc fer th’= voar IBro” and unnaid ame'_rmd 
. - • ‘ ir ’ 

eluded in the receipts an amount of F.5 ■rcprvs-m'-ed 

$Ea-i’ies ur.na'd mr . 

0. One half cf the 

: and Dcnat: '"s a~d 


. . Subscrinti 
t-s Rs. d50 and 

subscrint.ors far 1S*’T received in ad 
an”un‘cd to Rs. 173 and Ir.surance prepaid tD Rs 
“ cj Fees rccen.-cd vns to be cred.ted 2-' Retcr 


ncc. 


■hers’ Fees vverc tc be capitaLsed. Interest 


't rt-ct 


■m 


(j i-n 
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asaounted to Es 120 The Sports llaterials -were -valued at Es. 750 and 
Ih^- BsJ Stock at Es 400' at the end of the jear. Depreciate Furniture by 
5^ and I^and and Building hy 2>5c- 

A- 


THE COSyOPOUTAIi CTI>iKHAl\A 


CCCOlilE /JCD EXPENDITURE ACCOUNT 
For the year er-Sei 31rt December 19C5 


Erpendujre 


Ri. P 

/fscpme 


Rs, P 

To Stknev 


1,37500 

Sv Sobssnptiocs 


- 2,525 00 

„ Bzt Erptusei 


. 1,10000 

. Efltrance Fees 


2,50000 

„ B)A^rCs 


. 4«s0CO 

. Ear Receipts 


. 1,30000 

. Tent 


40000 




„ Cnckel 


25000 




. Telepbon*- 

; 

»000| 

„ Tenais , 


, 450X10 

, Gtrams 


— 13000 

„ B 'liards . 


.. 30000 

« PnnurE esc Sia'icawy 

- 125 00 1 



27500 

_ SjniiKi — 


~ 10000' 




, Insj^ncs 






_ Decxeaiioa — 

Ki. P 





ts-oi ta-i Bj Itns 

61250 




Soon* Mdisniis 

«ooo 1 





T5«i 






- 1,157,50J 




, Esc'is of Inscoc < 

5\« 





Espeniiiu-e 


,2 €>2,50 ! 





Rfc 

*,2-00!) j 


Ri S^70£0 









BAIAKCE SHEET 




As at 31« D'^ernbcr 1905 



Lsa‘Ci:ift crd Cepiial Fund | 

Rs. p. 

AiselJ 


* Rs P- 

LjabJiUfS for Espenves 


175 00 

Lands aad B.iidiags 

2^5rono 

1 

Suwcnrucas recened jd adi-ance 

125 00 

I,eir DeF-eoation 

61250 


To-raaratnt Fuad 


40000 





Pi. P. 


Furature 

1,50000 


Dcmioas 

25,000 CO 1 


trss Deprenalioa 

7500 



400000 




* 142500 


2,50000 


Sports ^^ale^als 

1200,00 

1 




EeW^nt'enoff 

45000 



31.50000. 




750D0 




Bar Stock 


1 40000 


2.??i50 1 


InsestmcD’s at cost 


1 6,000 00 



34,38250 

Outstanding Sobscnp-ioas 


1 450^10 


( 


1 Interest accrued 


1 I20J30 




Prepaid Insurance 


30DO 


j 


; Cash at Bask 

1,800 00 






220,00 . 



i 



, 

2 02000 


Rs. 

35J03Z50 


Rs, 

35.CS250 


Q. 139. The Balance Sheet of a Public Library showed as 
follows on 1st July 1966: — ' 




KEcrirrs and rAVME.vrs and income and expenditcre accounts 
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INCOME AND EXPENDITURE ACCOUNT 
For the year ended 3l8t December 1966 



Q 141 The following particulars relate to the Blank Sports 
Club 
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Q 143 Define — (1) Fixed Assets (2) Floating Assets 
(Z) Ftctitwus Assets (4) Wasting Assets (5) Liquid Assets (6) 
Fixed or Permanent Capital (7) Circulating or Floating Capital 
(8^ Loan Capital (9) Worhtng Capital (10) Watered Capital 

A L Fixed Assets. — ^Assets acquired or owTied by a concern for the 
purpose of its eqiuoment are known as I^ed Assets such as Land, Build 
mgs Plant and Machmerj, Furniture artd Fixtures, etc 

2 Floating Assets. — ^Assets acquired for the purpose of re-sale or for 
bemg consumed m course of the business or held temporarily for the purpose 
of being converted into money at a subsequent date are known as Floatmg 
Assets such as Stock, Debtors Bills Receivable, etc 

3 Fictitious Assets are those that represent intangible expenditure 

such as p-eliimnaiy expenses or other items of revenue expenditure or losses 
V hich are temporarily held over and shown on the assets side of the Balance 
Sheet ^ 

4 1\asting Assets are those assets which get exhausted or consumed 
through being worked, such as m ines, quames or assets which depreciate 
through w ear and tear such as olant and machinery 

5 Liqmd Assets are those which are represented by cash or such other 
assets as can be readily turned into such as gi]t>edged securities, Bills 
Receivable etc 

6 Fixed or Permanent Capital. — ^That portion of the funds of a con 
cem V hich is represented by assets acquired by v ay of permanent equipment 
for the purpose of carrymg on the busmess and not for conversion mto cash, 
IS known as Fixed or Permanent Capital 

7 Circulating or Floatmg Capital. — That portion of the funds of a con- 
cern which IS represented by cash or readily realisable assets acquired for 
the purpose of immediate conversion into cash, is called Circulating or Float 
mg Capital. 

8 Loan Capital is sometimes applied to debentures and other fixed 

loans 

9 Workmg Capital. — This tenn is sometunes used to denote the balance 
of can tal left for working the busmess after paying lor its fixed assets Jtis 
also apphed to the amount by which the ‘ liquid i e the readily realisable 
assets of any concern exceed its current babihties 

10 atered Capital represents that part of the share capital of a com- 
pany which IS not represented by a:^ts Imving ^y tangible or realisable 
■value Thus, where a company pa>5 for tho purchase of the Goodwill or 
other assets of an established concOTi in excess of their true worth, the capital 
IS said to be “w’atered” The term “Wate«d Capital ’ is also apphed m a 
case where a company issues bonus shares The eSect of such a step would 
be to reduce the dividend and premium on the shares without reducmg the 
return to the original shareholders 



CHAPTER IV 

BILLS OF EXCiLAiS'GE 

Q. 144. What is a Bill of Exchange and hoio would you 
define it? 

A. In modern commerce, a seller does not always get cash in imme- 
diate payment for goods sold, hut instead, he is generally satisfied to take 
from the purchaser what is called a Bill of Exchange. Tins is a written 
acknowdedgment of debt, given by the debtor to his creditor, the sum duo 
and the time of payment as well as the date and place of payment being set 
do^vn. 

A Bill of Exchange is legally defined as “an unconditional order in 
writing addressed by one person to another, signed by the person giving it, 
requiring the person to whom it is addressed to^pay on demand or at a fixed 
or determinable future time a sum certain in money to or to the order of a 
specified person or to bearer.” 

Q. 145. Mention the usual parties to a Bill of Exchange. 

A. Parties to a Bill. — ^There are three parties to a Bill of Exchange. 

1. Tlie Drawer, i.e. the person to whom the amount is owing and who 
draws the bill. 

2. The Drawee, i.e. tlie person who owes the amount and on whom 
the bill is drawn. After he accepts tlie bill, ho is termed the 
“Acceptor”. 

3. Tlie Payee, i.e. the person to whom the amount of the bill is payable. 
Sometimes, the drawer requires the amount to be paid to himself, 
in which case, the drawer and the payee are the same person. 

Q. 14G. What do you understand hy the Acceptance of a Bill? 

A. Acceptance of a Bill. — ^The mere fact that a bill is drawn by one 
person upon another does not make the drawee liable for its value. Tlie 
Drawee must accept liability before he can be made liable. On receipt of 
the draft, therefore, the drawee accepts the bill. Tliis is effected by the 
drawee writing the word “accepted” across the face of the bill together wdth 
liis signature or by merely putting his signature across the face of the bUl. 
Legally, the drawee’s signature alone is sufticient. The acceptance may thus 
be defined as a signification by the drawee of hLs assent to the order of the 
drawer. 

Q. 147. Mention the advantages accruing from a Bill of 
Exchange. 

A. The advantages of a Bill of Exchange may briefly be surnmari.'cd 
as under; ^ — 



IS8 QUESTIONS AND ANSW'ERS IN BOORI^EEFING A NCCOUNTING 

1 As it IS a WTitten and signed acknowledgment of debt, it affords 
conclusive proof of indebtedness and there can hardly be any defence 
to an action at Law on a debt due on a Bill of Exchange 

2 As it fixes the date of payment, the creditor knows when to expect 
his money and the debtor also knows when he will be called upon 
to pay 

3 The debtor thus enjoys his full period of credit, as he can never be 
called upon to pay the amount of the bill before tbe due date 

4 The creditor need not necessarily lock up his money till the due d^te 
of the BiU as the latter can be turned mto cash by bemg discounted. 

5 It IS a negotiable instrument and can be transferred from hand to 
hand m settlement of debts between persons and firms in the same 
or different coimtries 

6 It affords an easy means of transmittmg money from one place to 
another 

Q. 148. Explain what you understand by Endorsement, En- 
dorser and Endorsee 

A. On receipt of a hill duly accepted by the drawee, the drawer has 
in his possession a document representing money or money’s worth He 
can retam this bill m his possession, or exchange it with another person for 
either cash or goods Before transferring (he bill, the drawer has to write 
his name upon the back of it This is called an endorsement, the drawer is 
now called an endorser, the person to whom it is endorsed, an endorsee, and 
the biU IS said to have been endorsed 

Q. 149. Who ts a Holder tn Due Course^ 

A. Holder in due course — A holder m due course is one who has taken 
a bill, complete and regular on the face of it and before it was overdue, m 
good faith and for value 

Q. 150. What are the requisites of a Negotiable Instrument? 

A. The requisites of a Negotiable Instrument are — 

1 It is transferable by’ dehvery, or by endorsement and dehvery 

2 The property in the instrument Das‘=es to the transferee free from 
any defects m title and without notice to the party hable 

3 The holder is able to sue m his owm name 

Q. 151. How can a BtH of Exchange he negotiated'^ 

A. A Bill of Exchange bemg a negotiable instrument may be trans- 
ferred from one person to another, who then acquires all the rights m it 
Any holder may thus transfer a bill unless the bill contains words prohibitmg 
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ils transfer (such as a restrictive endorsement). If a bill is payable to bearer, 
it is transferable by mere delivery” if payable to order, it can be transferred 
by endorsement and delivery. The holder v’.-ill then have to put his signature 
on the back of the bill before transferring it to some one. 

q. 152. How do you distinguish between a General and a Quali- 
fied Acceptance? 

A. General Acceptance. — A general acceptance is where the drawee 
assents without any conditions to the order of the drawer. 

Qualified Acceptance. — A qualified acceptance Ls one which varies the 
eflect of the bill as drawn, in anj* one of the following ways: — 

(a) Qualified as to time — when a two months’ bill is accepted payable 
after three months. 

(b) Qualified as to place — accepted payable at a particular place and 
there only. 

(c) Partial — accepted for a part of the amount of the bill. 

(d) As to parties — accepted by one or more of the drawees but not all. 

(e) Conditional — accepted subject to a certain condition being fulfilled. 

The holder of a bill may refuse to take a qualified acceptance and may 
li*eat the bill as dishonoured b3' non-acceptance. 

Q. 153. What are the requisites of a valid endorsement and in 
what different ways can a Bill be endorsed? 

A. Endorsements. — Where a bill is drawn to “order" of the drawer, 
the latter has to endorse it, i.e. he should put his signature on the back of 
the bill before transfeiTing it to anyone. The drawer thus becomes the first 
endorser. Tlic requisites of a valid endorsement are signature on the back 
of the instrument and dcliverj’. 

A hill maj' be endorsed in any one of the following ways: — 

1. Endorsement in blank. — This would moan signature of tb.e endorser 
onlj-; thus “P. Atmaram.’’ 

2. Special Endorsement. — Tliis would name the person to whom the 
rigiits in the bill arc transferred; thus 

■‘Pa%' B. Sen or order. 

P. Atmaram." 

3. Restrictive Endorsement. — ^This A'.-ould be an endorsement in favour 
of some definite person onl\'; tliis 

‘■Pa\' B. Sen only, 

P. Atmaram.” 
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4 Endorsement Sans Rccours (i e without recourse) — By endorsing 
a bill in this way, the endorser relieves himself from liability to all 
subsequent endorsees, thus 

“Pay B Sen or order, 

P Atmaram 
Sans Recours ” 

5 Facultative Endorsement. — ^TTus is where the endorser waives some 
right to which he is entitled, thus 

“Pay B Sen or order, 

Notice of dishonour waived, 

P Atmaram ” 

Notes — (a) The first is called a blank endorsement, and its effect is to make 
the bill payable to bearer 

(b) A special endorsement requires the signature of the endorsee 
specified before further negotiation 

(c) A restrictive endorsement prohibits the further negotiation of 
the bill 

(d) An endorsement Sons Recours is generally made by persons who 
act in a representative capacity as agents and not as principals 

Q 154 Should a Bill be presented for payment, and, if so, when 
and where should it be presented"^ 

A. Presentment for Payment — Ordinarily, a bill must be duly pre- 
sented for payment, as otherwise the drawer and the endorsers will be dis- 
charged from the liability to pay the amount to the holder A demand bill 
must be presented within a reasonable bme, but a bill drawn so many days 
or months after date or after sight must be presented on the due date at the 
place of payment or address of the acceptor mentioned in the bill, or at the 
acceptor’s place of business 

Q 155. Explain the meanings of the terms “On Demand”, 
“At Sight”, “After Date”, “After Sight” and “Days of Grace” 

A. BiHs drawn “on demand” and “at sight” are payable upon pre- 
sentation to the drawee or acceptor As to the bills drawn “after date”, the 
period begins to run from the date of the bill When a bill is drawn “after 
sight”, the term of the bill begins to run from the date of “sighting”, le, 
when presented for acceptance In such a case, the date must be stated in 
the acceptance in order to fix the maturity of the bill 

Days of Grace — In case of bills other than those drawn “on demand” 
or “at sight”, three days called “days of grace” are added to the term of 
the bill, and the bill becomes due and payable on the last day of grace 
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Q. 15C. How is the time of payment of a Bill of Exchange 
calculated? 

A. Calculation of Time of Payment. — ^WTiere a bill is payable at a 
fixed period after date or after sight, the time of pavanent is determined bv 
excluding the day from which the time is to begin to run and bv including 
the day of payment. Thus a bill drawn on 5th March at two month.s after 
date would mature on the 8th of May. 

Q. 157. How should a person put his signature on a Bill of 
Exchange in a representative capacity? 

A. When a person signs a bill in a representative capacity, either n.~ 
drawer, acceptor or endorser, he must clearly specify such reprerentative 
capacity on his signature, as othemrise, he w'ould become personally liable on 
such bill. 

Thus, a person representing a firm should sign, 

“Per pro. C. P. Row Co., 
Lai Mohan.” 

In a Limited Company, the signature will take the following form: — 

“For and on behalf of Indian Patents, Ltd., 
R. Gupta, 

Director.” 

Q. 158. What is the liability of parties to a Bill of Exchange? 

A. Liability of parties to a Bill. — ^The acceptor is always the person 
who is primarily liable for the payment of a bill; and when the drawer trans- 
fers the bill to another by endorsement, he in his turn becomes liable with 
tlio acceptor to the holder of the bill, and so does every subsequent endorser, 
the security thus increasing with endorsement. 

Tliis is, of course, provided the holder of the bill takc-s the rcqui.site 
proceedings in case of dishonour of the bill and gives notice of dishonour to 
all parties whom he seelns to hold responsible, 

Q. 159. What is a dishonour by non-payment and how should 
the holder of a Bill proceed under such a circumstance? 

A. DLsbononr by non-payment . — A bill Ls dishonoured by non-pajment 
when it is presented for pajmont on the due date and the payment is refused. 
On a bill being thus dishonoured, an immediate right of recourse against the 
drawer and endorsers accrues to the holder. The holder must then give 
immediate notice to all the parties xchosc names appear on the hill, and if 
this is not done, the drawer and the endorsers will be dMchargcd from their 
obligation. 
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Although the acceptor of a till is primarily liable on it, the holder has 
a nght of action against the other parhes to the bill Ke may sue the drawer 
and eserj endorser, of the bilL If he like', he may sue the immediate 
endorser, and if th® latter pays the amount, toat endorser can sue any pre^ 
^lc^_5 endorser or the drav er Usually, the dra \er lakes up the bill on dis- 
honour and then exerc-ses lus rights against the acceptor. 

Q ICO. Explain what you understand hy — 

(a) ^voting and ProtestiTig 

(b) Acceptance for Honour Supra Protest 

(c ) Payment /or Honour Supra Protest 

(d) Rejeree in Case of Heed 

A. (s) Noting and Protesting. — ^^en a bill is dishonoured, the holder 
usually hands it to a Notary Public, who re-presents it to the acceptor for 
accen^ance or for payment, as the cas® may be, and thus obtains a legal 
e%idence of dishonour The notary public notes the particulars of the hill, 
the fact that it ■was re-presented and the reason gisen for non-acceptance or 
ron-payment '^^’hen a foreign bill is dishonoured, it is necessary' to have it 
* p’xilested” in order to maintam the holder’s rights against the drawer and 
th* endorsers A “protest” is thus a formal record of dishonour, as above 
stated, signed by the notary pubhc and including a copy of the bilL 

(b) Acceptance for Honour Supra Protest<-».TCT^e a bill is dishonoured 

by non-acceptance and has been protested and ^^^^werdue, any person, not 
bemg already liable thereon, may with the c^i^t of the holder, accent the 
bill ruprc prater The acceptor for IftnAiJ^itgages to pay the bill according 
to the tenor oi his accentance, if it ^ by the drawee on presentation 

ard after it is protested for non^jraj^ and he receii es notice to this effect. 
The acceptor for honour is holder and to all the jrarties to the 

b U subsequent to the party for whose honour he bad accepted. 

(c) Payment for Honour Supra Protest. — On a bill has’mg been dis- 
honoured and protested for non-payment, any person, not already liable 
thereon, may pay it supra protest {or the honour of the party hahle thereon, 
cr for the honour of the person for v.hose account the bill was drawn. 

(d) Referee in case of need. — A drawer sometimes marks die bill as 

follows 

“In case of need apply to ”, thus meaning the 

party who will act on his behalf in the event of dishonour by' non-acceptance 
or non payment The person named m this manner is called “Referee on 
Case of Need”. 


Q. 161. What do you undorstand hy Foreign and Documen-- 
tary Bills’ 
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A. Forei^pi and Documcntarj- Bills— Foreign Bills are those v.-hich are 
draA'.-n in one country and payable in another country-. They are usually 
dravm in a set of three, so that in the event of one of the pa.rts being delavcd 
or lost in transit, the second or third copy may be acted upon by ihe parties. 
Where a bill is drawm in a set, each part of the set contains a reference to 
the others and only one part must be accepted. In order to avoid the delaj' 
arising from such hill being lost in transit, the three forms are posted by 
difTercnt mails and on one of these being paid, the others become useless. 
Foreign Bills are usually accompanied by shipping documents, such a.s Bill 
of Lading, Invoice and the Insurance Policj' relating to the goods against 
which the bills are drawn, and are then known as Documentary Bills. 

Q. 162. What are Accommodation Bills? 

A. Accommodation Bills. — These are bills drawn, accepted and nego- 
tiated for the temporary accommodation of either the drawer or the acceptor, 
or for mutual accommodation of both, and are not the outcome of genuine 
business transactions. No valid consideration passes between the drawer and 
the acceptor, in spite of the words “for value received", and the object of 
tlie biU is served by raising the necessary amount by discounting it AA-ith 
bankers. The discount is borne by the parties in the same proportions in 
which they share the proceeds, and each party to the accommodation engages 
to pro\*ido the acceptor Avith fimds for the payment of the bill at maturity. 
Such bills are also termed “kites” or “vrindmills”. 

Q. 163. What are Promissonj Notes? Explain and define them. 

A. Promissorj- Notes. — Sometimes, the debtor gives to tho creditor a 
promise in writing to pay to tho creditor a cc-rtain sum of money eitlrer on 
demand or at a fixed future date. Such a promise is signed by the debtor 
and handed over to tho creditor, and is called a Promissory Note. 

A Promissoiy Note is defined os “an unconditional promise in v.-riting 
made by one person to another signed by the maker engaging to pay on 
demand or at a fixed or determinable future time a sum certain in nioney to 
or to the order of a specified person, or to hearer.” 

A Promissoiy Note is a negotiable instrument just like a Bill of 
Exchange, and can be transferred for value. 

Q. 164. Mention the usual parties to a Promissory Note. 

A. Parties to a Promissoiy Note, — There are two parlies to a Pro- 
missory Note: — 

1. The IVIakcr, i.c. the one who writes out the note. viz. the debtor. 

2. Tlie Payee, i.e. the person in whose favour it Is made, vi?.. tne 
creditor. 
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Q 165 State the important points of distntction between a 
Bill of Exchange and a Promissory Note 

A The points of difference between a Bill of Exchange and a Pro- 
missory Note are — 

1 A Bill of Exchange is an order drawn by a creditor on his debtor 
but a Promissory Note is a nromtse made out by a debtor in favour 
of his creditor 

2 ,Xhere are three parties to a Bill of Exchange viz the drawer the 

acceptor and the payee whereas there are only two parties to a Pro- 
missory Note viz the maker who draws the note and signs it and 
the payee i e the creditor to whom the amount is payable 

3 A Bill of Exchange requires acceptance but a Promissory Note 
does not 

Q 16G What is a cheque and what difference is there between 
a Bearer Cheque and an Order Cheque‘s 

A A cheque is a written order on a banker to pay on demand a stated 
sum of money to a person named It is practically a Bill of Exchange drawn 
on a banker payable on demand 

A Bearer Cheque is one that is payable to any person who may present 
it at the bank on which it is drawn and can be cashed or negotiated without 
previous endorsement 

I 

An Order Cheque is one that is payable to the person named therem or 
to any one else as per his order An order cheque needs endorsement before 
It can be cashed or negotiated 

Q 167 How can the negotiable character of a cheque be 
stopped"^ 

A Cheques also belong to the family known as Bills of Exchange and 
are negotiable instruments But the process of negotiation may be stopped 
by a restrictive endorsement such as — Pay to C Ramnath only m which 
case the cheque will be paid to Ramnath or to his bank on his endorson ent 
but not to any other person 

Q 168 Explain (a) Open and Crossed Cheques, and (b) 
General Crossing and Special Crossing 

A Open Cheques are those diat can be cashed across the counter of 
the bank on which they are drawn 

Crossed Cheques cannot be cashed across the counter but must be sent 
to a banker for collection as the crossmg is an indication that the cheque can 
only be paid through a banker The crossmg takes the form of two parallel 
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lines drawTi across the face of the cheque vhth or wthout the words ‘‘and 
Co.”, “not negotiable”, or the name of a banker. 

General Crossing. — A general crossing would consist of two parallel lines 
drawn across the face of the cheque, with or without the words “and Co.” 
or “and Company”, and with or without the words “I^ot Negotiable’'. 

Special Crossing. — special crossing consists in adding the name of 
specified banker who will, as a rule, be the payee’s banker. 

Q. 169. Give jive instances of General Crossings and five of 
Special Crossings. 

■ A. GENERAL CROSSINGS 



SPECIAL CROSSINGS 



Crossing 1, 2, 3, 4 and 5 are called general crassings, and the a.mount 
<ji tiicse cheques can be collected by any banker to %vhom they are sent for 
collection, whereas crossings 6, 7, 8, 9 and 10 are called special crossings, as 
a special bank is named therein and such bank alone can collec: the amount 
of the cheque. 


10 
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Q 170 WTwit t$ the effect of crossing a cheque tnih the words 
“Account Payee only” or “Not Negotiable”^ 

A. Account Pavee ordy.^ — -TOien -Rords to this effect are added to the 
crossng, thev s'tv e as a direction to tlie collecting banter that the jnx>ceeds 
o* the caegxies are to b«* paid ot 35 to the credit of the pat ee named therein. 

Xot ?*egotiahle., — ^^Vhen these -w ords form part of a crossing on a cheque, 
th'^ do not prei'ent furdier negotiation of th“ cheque, and the cheque maj 
still be transfe’Ted from hand to hand. But the effect of a cheque crossed in 
this manner ^ that the nerson tahing such a cheque is not canable of gnmg 
it a b»*te- Ptl** than the person from -whom he took it had. The result os 
tnat if a transferee m good fa.th and for value lakes such a cheque from one 
vho has s‘o''ea it, ins title is defectiie and he cannot erforce pajunent there- 
of ageinst the drawer 

Q 17L What do you understand by a “Dishonoured Cheque” 
and when would a cheque be dishonoured by a banker^ 

A- Dishonoured Cheques. — ■tVhen a person draws a cheque in excess 
of th* amount d‘’posited bj hun with his banker on ciurent account, without 
p-einot-sly arranging for an overdraft, the banker will ordinarily refuse jaj- 
ment and the cheque w ould be said to be dishonoured The dieque would 
be returned to the xai ee with a slip indicating the reason for suth refusal in 
anj of the following waj'r— 

R/D=Refe- to Drawer 

Jf/S=Kot suffiaent funds. 

I/F =:Insufiaent funds. 

N7A=Ko assets. 

K’/E=No ^eds. 

The pa^'nle5lt of a cheque is sometimes refused and the cheque is 
retinmed by the bankers for other reasons indicated on a slip as under* — 

“Effects not cleared”=The p^weeds of cheques or bills paid in by the 
drawer hav e not cdHeeted and credited to draw ef's account. 

"Pajmenl s^opped^^Uoticq to stop pajment havmg been received 
from the drawer 

^‘Endorsement iiTegular”=The endorsement by the payee on the back 
of the cheque not p-opedy nmde. 

Q. 172. Give specimens of the following Bills of Exchange — 

(a) A Demand BtU, and 

(b) A Bill payable at a future time 




Stamp. 


^ Bombay, 15th Januaiy 1967. I 


Rs. GOO 5 2 

On demand pay to me or my'oraer the sum of Rupees Six Hundred , 
for value received. ^ j 

^ J. ?,ioDv. ■; 

Messrs. P..Tul:aram & Co., 1 

Bombay. i 



Stamp. 


^ ^ ^ ^ 


Bombay, 5th Januarj* 1967. 


Rs. 500 1 

■? s -.s 

Two months after date pay^cpiOeror my order the sum of Rupees ; 
Five Hundred for value receivel". ~ ^ 

R. GOvTXD. ’ 

V. 

Messrs. Harilal & Sons, { 

Calcutta. i 


Q. 173, Give a specimen of a Promissory Note. 

A. 

I i 

Stamp. * Bombay, 20th July 1967. < 

Rs. 500 ' 

Three months after date, I promise to pay B. Sitaram or order the ’ 
sum of Rs 500 for value received. ' 


C. D.>s. 
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174. Gtre a specimen of a Foreign Bill drawn tn a set of 

three 

A. 


Stamp Calcutta 20th Februarj 1957 


Ehichange for £200 

S.Jtty dajs afte^ sight, pay this First of Exchange (Second and 
Thj-d e\en tenor and date unpaid) to the order of Messrs. Brown 
and Black, the sum of Two Hundred Pounds Sterling, ^alue in acccnmt. 

C CuEsrtJi & Co 

To Mes»^ S Smithson £■ Co., 

28, Tireadneedle St, London. 


Stamp Calcutta, 20th Fehruajy 1967 


Etfhange for £200 

Sirtj dajs after sight, pa> this Second of Exchange (First and 
Tiud of eten tenor and date unpaid) toi the order of Messrs Browm 
and Black, th** sum of Two Hundred Pounds Sterlmg, %*alue in account 

C CCESETJI & Co 

I To Messrs S Smithson & Co., 

^ 28, Threadneedle St, Lcndon. 


Calcutta, 20th Febniaiy 1967 


Exchange lor £200 

Snctj dajs after sight, pay this Third of Exchange (Fir«t and 
Seccmd of ei en tenor and date unpaid) to the order of Messrs Brown 
and Black, the sum of Tw o Hundred Pounds Sterling, i alue in account 

C CUFSETJl & Co 

To Messrs S Smithson & Co., 

28 Threadneedle St, London, 
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Q. 175. Give tico specimens of Documentary Bills. 

A. 


I Stamp, 1 London, 15th July 1967. 


Exchange for £575 i 

? 

Sixty days after sight of this First Exchange (Second and Tiiird of | 
the same date and tenor unpaid) pay to the order of Messrs. W. Green & j 
Co., the smn of Five Hundred and Seventy-five Pounds Sterling, value | 
received against P. T. & Co. 121 '130=10 Cases of Fancy Goods, per I 
S.S. ‘‘Victoria”, and place to account as advised. Shipping Documents ! 
attached to be surrendered on acceptance. i 

W. Green & Co. j 

To iMessrs. P. Thaker & Co., 

Calcutta. ' 


i Stamp. I London. 10th January 1967. 


E.vcliangc for £350 j 

Ninety da 3 ’s after sight, paj' this First of E.xchange (Second and | 
Third of the sanie date and tenor unpaid) to us or our order the sum of i 
Three Hundred and Fifty Pounds Sterling, payable at the Chartered j 
Bank of India’s drawing rate for demand drafts on London, with interest i 
at o', ' per annum added thereto from date hereof to approximate due | 
date of arrival of remittance in London, value received against B. G. & < 
Co., 231/250=20 Bales of Colton Piecegoods per s.s. “Ranpura". 
Shipping Documents attached to be surrendered on pavancnt. ! 

Brown Robertson & Co. j 

To Messrs. Bal Gangadhar & Co.. 1 

Boinbav'. I 


Q. 176. What do you understand by a ‘‘Joint Promissory Note’’ 
and a “Joint and Several Promissory Note"? 

y\, A Joint Promissory Note is one made b\’ two or more parlie.s who 
become jointh* liable thereon. 

A Joint and Several PromLsory Note is one made by two or more 
parties who become jointlj' and severalh- liable thereon. 
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Where the promisors are jointly liable only one action can be brought 
for the recovery of the sum and if a judgment is obtained against one of 
them only no further action would lie against the other even if it is not 
fulfilled In case of a joint and several promissory note on a judgment 
bemg obtained against one of the parties if the amount is not recovered the 
holder has a right of action against the other promisors 

Q 177 Explain the difference between a Bill Receivable and 
a Bill Payable 

A A Bill Receivable and a Bill Payable are not two separate docu 
ments but one and the same document looked at from opposite points of 
view The person who is to receive money on a bill calls it his Bill Receiv 
able and the person who has to pay the money calls it his Bill Payable Thus 
Bills drawn by the trader on his debtors and accepted by them are his Bills 
Receivable and those drawn on the trader by his creditors and accepted by 
him are his Bills Payable 

Q 178 How are Bifis Receivable and Bills Payable recorded 
%n a trader s hooks'^ 

A All Bills Receivable are entered in a Bills Receivable Book as and 
when they come in duly accepted by the drawees and all Bills Payable are 
passed through a Bills Payable Book as and when they are granted duly 
accepted by the trader 

From the Bills Receivable Book the postings will be to credit mdivi 
dually the personal account of each Giver and to debit Bills Receivable 
Account with the penodical total of the book 

From the Bills Payable Book the postmgs will be to debit individually 
the amount of each person whose biU is accepted and to credit the penodical 
total of the book to Bills Payable Account 

Note — The Forms of Bilb Receivable and Bills Payable Books are fully 
discussed on pages 35 to 37 

Q 179 Jn what different ways can a Bill Receivable be dealt 
with^ 

A A Bill Receivable can be dealt with by the trader m any one of 
the foUowmg ways — 

1 It may be retained by the trader until maturity 

2 It may be discounted with his bankers before matunty 

3 It may be endorsed over (i e transferred) to a creditor either m 
full settlement or part payment of a debt owing by the trade or 

4 It may be sent to the banker with instructions to collect on maturity 
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Q. 180. What entry should be passed <’7i the boolcs of the holder 
of a Bill Receivable if such Bill is retained by him till the due date? 

A. a Bill Receivable is retained by the holder till the due date, 

the amount of Bill Receivable having been credited to the personal account of 
the acceptor or the endorser, as the case may be, from the Bills Receivable 
Book, no further entry is needed till the due date of the bUl. On receipt of 
the amount at maturity, the entr3’^ would be passed through the receipts side 
of the cash book, from w’here the Bill Receivable Account would be credited. 

Q. 181. What do you understand by ' Discounting a Bill and 
what entry should be passed when a Bill is discounted? 

A. Discounting of a BiU Receivable. — If a trader holds a Bill Receiv- 
able which has a long term to run and if he wishes to obtain cash for it before 
it matures, he sells the bill to a banker or some other person. The purchaser 
deducts a certain amount of discount (which is interest on the face value 
of tlie bill for the time the bill has yet to run) from the amount of the bill 
and paj’s the net sum to the holder of the bill, 'fhis is called disemmting 
a bill. 

As the purchaser now has to wait for his money till the bill becomes 
due, the discount which is the difference between the face value of the bill 
that he will recover and the present value tliat he has paid for it, is his gain. 
To the trader who has sold the Bill, this Discount is a loss. 

Tlie entiy in regard to the discounting of a bill will be made on the 
receipts side of the Cash Book, the amount of cash received being shown in 
the Cash or tlie Bank Column, and the discount amount in the Discount 
Colunm. From here the posting will be to the credit of the Bills Receivable 
Account. A note will be made in the “How disposed ofF’ column of the 
Bills Receivable Book against the entry for the particular Bill to the effect 
that it has been discounted. 

Q. 182. What entry would be passed when a Bill Receivable is 
endorsed over to another person? 

A. Endorsement of a Bill Receivable to a Creditor. — ^When a Bill 
Receivable is endorsed over (i.e. negotiated) to a creditor in satisfaction of 
the whole or a part of the debt owing to him, tlie transaction would bo passed 
through the Journal. The nccessarj" entrj* will bo to debit the creditor’s 
account and credit the Bills Receivable Account. A note will be made in 
the Bills Receivable Book against tlie entrj' of the particular Bill that if has 
been negotiated. 

Q, 183. What entries shotdd be passed in respect of Bills sent 
to Bankers for collection? 

A. Bill Receivable sent to Banker for collection. — When a trader 
receives several Bilb Receivable from time to time, he generallj' sends these 
to his bankers for collection. 
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On a Bill Receivable being sent to the Bank for collection, the Journal 
entry would be to debit an account called “Bank Account for Collection of 
Bills” and credit the Bills Receivable Account 

On receipt of intimation frcan the banker that a Bill Receivable has 
been coDected by him, the entry would be to debit the Bank Account (Bank 
Current Account) and credit the ‘ Bank Account for Collection of Bills” 
wth the amount of such BiU 

Q 184 What entries should he passed when a Bill Receivable 
IS dishonoured hy non-payment after it has been dealt with in any 
one of the following ways — 

(1) When it IS retained till maturity hy the recipient, 

(2) After it has been discounted with hankers, 

(3) After it has been endorsed over to a creditor, and 

(4) After it has been sent to a hanker for collection^ 

A. When the Bill has been retained tdl the due date and is dishonoured 
—In such a case, on the acceptor refusing the oayment the necessary enfry 
would he to debit the account of the person who gave the bill and to credit 
the Bills Receivable Account 

IVhen the Bill had been discounted and is dishonoured.— In such a case, 
on receipt of notice from the banker that the bill which had been discounted 
^vlth him IS now dishonoured, it would be necessary to pay the amount of 
such bill to the banker The Cash Book entry then would be to debit the 
person from whom the Bill was received and credit the Bank Account 
Notarial Charges and Interest if any, paid to the bank will also be debited 
to the personal account of the party who gave the Bill 

'When the Bill had been endorsed over to a creditor and is dishonoured 
— ^If such a bill is dishonoured, the endorsee would naturally look to the 
trader for payment and would immediately give him notice of dishonour The 
entry to be passed by the trader would be to debit the account of the person 
from whom he had received the bill and credit either the personal account of 
the endorsee or the Bank Accoimt, as the case may be The Bank Account 
will have to be credited if the endorsee is paid immediately by cheque 

'When the Bill had been sent to the Banker for collection and is diS' 
honoured. — ^If the Bill had been sent to the banker for collection, an intima- 
tion as to the dishonour of such hill will be received from the banker and 
the necessary entry would he to debit the personal account of the party from 
whom the bill had "been received and to credit the ‘ Bank Account for col 
lection of Bills” 

Q 185. What entry would be jxissed when a Bill Payable is 
(a) met on the due date, and (b) tofccn if is dishonoured^ 
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A. (a) When a BUI Payable is met on the due date, the entry necessarj' 
would be passed from the pajunents side of the Cash Book, and from here, 
the Bills Payable Account would be debited. If Journal Entry is asked for, 
the same would be; — 

Bills Payable Account Dr. 

To Bank 

(b) On dishonour of a Bill Payable, the Journal entry necessary 
would be:' — 

Bills Payable Account Dr. 

To Creditor’s Account 

Q. 186. What do you understand by Reneioal of Bills? 

A. Renewal of Bills. — It happens sometimes tliat the acceptor of a Bill 
finds himself unable to meet his acceptance on the due date. Under such a 
circumstance, rather than allow such a bill to mature and then dishonour it 
on presentation, he would approach the drawer of the bill before the due 
date and request him to cancel the original bill and draw on liim another one 
for an e.xtonded period. The acceptor in this case would, of course, have 
to pay interest for the extension of time. Thus, the cancellation of a Bill 
already in circulation and before maturity in return for another Bill for an 
e.xlended period is called Renewal of the Bill. Sometimes, the acceptor pays 
a part of the amount of the Bill in cash and requests for a new Bill to be 
drawn on liim for the balance plus interest. In case of Renewal of a Bill, 
before passing an entry in respect of the new Bill, and the part cash received, 
if any, it is necessary to pass an entry cancelling the original bill by means 
of a Journal Entry. 

’iWaen a Bill Receivable is renev.-ed with interest, the entry will be: — 

(1) Debtor’s Account Dr. 

To Bills Receivable Account 
(To cancel the old Bill.) 


(2) Bills Receivable Account Dr. 

To Debtor’s Account 
Interest Account 

(For the amount oi the New Bill 
including interest.) 

When a Bill Payable is renewed with interest, the entry will be: — 

(1) Bills Payable x\ccount Dr. 

To Creditor’s Account 


(2) Creditor’s Account Dr. 

Interest Account „ 

To Bills Payable Account 
(For the New Bill and lo.ss of interest.) 

Q. 187. What is the meaning of “Retiring a Bill under 
Discount'’ and ichat entry is passed under such a circumstance? 


1j4 questions ANT) ANSWERS I\ BOOKKEEPING A ACCOUNTING 

A. “Retiring a Bill under Discount” means either receivmg payment 
of a Bill Receivable or making payment on account of a Bill Payable before 
maturity When a Bill Receivable is retired under discount, the entry will 
be — 

Bank Dr 

Discount , 

To Bills Receivable Account 

When a Bill Payable is retired under discount, the entry will be — . 

Bills Payable Account Dr 

To Bank 
„ Discount 

Q 188 Journaltse the following Bill Transactions — 

1 Recei\ ed Vinayek & Son’s acceptance, payable at Bank of India, for 
Rs 200 

2 Drew on Walker & Son at one month after date for Rs 350 

3 Received of Jones Bros, Ramrao & Co’s acceptance to them for 
Rs 275 at two months after date, payable at the Central Bank of 
India 

4 Gave Smith & Co , our acceptance at 10 days after date, for Rs 400 

5 Received Sen & Co 's acceptance for Rs 100 from S Sircar 

6 Gave Gupta & Co, our Bill Receivable at two months after date 
for Rs 175 

7 P Das handed us a Promissory Note for Rs 80 

8 Accepted draft drawn on us at three months after date for Rs 500 
by Rustom & Co , m favour of Sorab & Sons 

9 Bought goods Rs 200 from Singh & Co , for two months’ bill less 
5% discount 

10 Row & Co ’s Promissory Note for Rs 125 was duly taken up this 
day 

11 Our Promissory Note for Rs 100 to Souza & Co , was redeemed 
today 

12 Sent Cook & Co , one months’ draft for Rs 300 duly accepted 
by us 

13 Received Govind & Co 's acceptance of our Draft at three months 
after date for Rs 135, payable at the Imperial Bank 

14 Krishna & Co , forward us Smith’s acceptance to them for Rs 425, 
payable at Chartered Bank 

15 Received Jones & Co 's Draft at one month after date, in favour of 
Cowasji Bros , for Rs 260 Returned same duly accepted 

16 Returned duly accepted P Kanoba’s Draft on us for Rs 700 in 
favour of Birdy & Co 
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17. Black & Co. fonvard us T. Green’s acceptance to R. V.^hite for 
Rs. 400, payable at the Bank of India. 

IS. Sold goods for Rs. 550 to Karani & Co., and received in payment 
our o%vn acceptance to Rane Bros., for Rs. 550 due today. 

19. Saher & Co. retired their acceptance for Rs. 225 under rebate 
Rs. 20. 

20. Received Sight Draft for Rs. 200 from Bepin & Co. 

21. Sent Broum & Co., Sight Draft for Rs. 300. 

A. 


JOURNAL- ENTRIES 


L.F. 

1 

; 

Rs. 

1. Bills Receivable Account .. .. .. Dr. 

To Vinayek & Sons 

(Being the acceptance received from them.) 

200 

i 2C-0 

2. Bills Receivable Account . . . . . . Dr. , i 

To Walker & Sons 

(Being the acceptance recciscd from them.) , 

350 

! 350 

1 

3. Bills Receivable Account .. .. ., Dr. i 

To Jones Bros. 

, (Being the acceptance of Ramrao & Co. received of , 

Jones Bros.) j 

275 

! 

4. Smith&Co. .. .. ..Dr. | 

To Bills Payable Account i 

(Being the acceptance given oy us.) 

400 

400 

5. Bills Receivable Account .. .. .. Dr. 

To S. Sircar 

, (Being the acceptance of Sen & Co., received of S. Sircar.) 

100 

100 

6. Gupta & Co. .. .. .. Dr. . 

To Bills Receivable Account 

(Being the endorsement made in favour of Gupta iS. Co.) i 

175 

[ 

175 

7. Bills Receivable Account .. .. .. Dr. • j 

To P. Das ! 

(Being the Promissory Note received of P. Das.) i 

so 

SO 

S. Rustom & Co. . . - . • . Dr. 

To Bills Payable .Account | 

(Being the acceptance of the draft drawm upon us at 

3 month's date.) ! 

500 

. SCO 

9. Purchases Account .. .. .. Dr. 

To Bills Pavab’e Account i 

(Being the accepance given in return for goods Rs. 200 i 

bough: of Singh &. Co., Uss 5:';.) | 

190 

iy'J 

10. Ba.nk .. .. ..Dr. 

To Bills Receivable .Account _ i 

(Being the amount received in discharge of Row & Co.’s j 

Promis'^ory Note.) j 

125 ^ 

! 

125 
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JOURNAL ENTRIES— contd 





L.F. 

Rs 

Rs 

11 

Bills Paj-able Account 

To Bank 

(Being the payment made m discharge of our Promissory 
Note ) 

Dr 

1 

100 

100 

12. 

Cook & Co 

To Bills Payable Account 
(Being the amount of out acceptance to them) 

Dr 

1 ' 

300 

300 

13 ' 

Bills Recenable Account 

To Go\md & Co 

(Bemg their acceptance received at 3 months date ) 

Dr 

1 

135 

135 

14 

Bills Receirable Account 

To Krishna & Co 

(Being the acceptance of Smith received of Krishna 
ACo) 

Dr 


425 

425 

15 

Jones i Co 

To Blits Payable Account 

(Being the acceptance given to Jones & Co —1 month ) 

Dr 


260 

■ 260 

16 

1 P Kanoba 

I To Bills Paj-abltf Account 

I (Bemg our accepunce given to Kanoba s Draft.) 

Dr 

1 

700 

700 

17 

' Bills Receivable Account 

To Black & Co 

(Being the receipt of T Creeor acceptance from them) 

Dr i 


400 

400 

18 

Bills Payable Account . 

To Sales Account 

(Being the receipt of our on-a acceptance m payment 
of goods sold } 

Dr ! 

1 

1 


550 

550 

19 

Bank 

Discount 

To Bills Receivable Account 

(Being the amount received before due date allowing 
a discount of Rs 20 ) 

Dr 


205 

20 

225 

20 

Bank Account 

To Bepin &. Co 

(Being the amount of Sight Draft received from them.) 

Dr 


200 

200 

21 

Brown & Co 

To Bank 

(Being the amount of Sight Draft sent to them.) 

Dr 

j 


300 1 

SCO 


Q 189 A Bill jor Rs 600 is draum by Bhogilal & Co , on C 
Narandas and accepted by the latter payable at the Central Bank of 
India Show what entries should be passed in the Books of Bhogilal 
& Co ^ under each of the folloimng circumstances — 

1 If they retained the Bill till the due date and then realised it on 
maturity. 

If they discounted with their bankers for Rs 580, 


2 
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3. If they endorsed it over to their creditors Cox & Co. in settlement 

of their debt; 

4. If they sent the same to their bankers for collection. 

A. 


ENTRIES IN BHOGILAL & CO.’S BOOKS 
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QttSTlONS AMJ ANSUiJlS IN BOOKKEEPING A ACCOGNTINC 


I\'OTE — Coz &. Co, insist on being paid immediately and on a payment being 
made to them, th* entiy vould be: — 

JOURNAL EKTHIES— contd 








BILLS OF EXXHAN'GE 


150 


ENTRIES IN Rs BOOKS 




L.F. 

Rs. 

, Rs. 


Bills Receivable Account 

To P 

i (Being the entry for receiving a bill endorsed in our 
favour from P.) 

Dr. 

COO 

4CO 

fS ’ _ 

i To Bills Receivable Account 

j (Being the endorsement of the Bill in favour of S.) 

Dr. 

■iCO 

4':<i 

ENTRIES IN THE BOOKS OF S 



L.F. 

Rs. 

i 


Bills Receivable Account 

ToR 

(Being the entry for receiving a bill endorsed in our 
favour by R.) 

Dr. 

400 

1 

i ‘iCO 


Bank 

Discount 

To Bills Receivable Account 

/Being the entry for discounting the Bill with the 
Bankers.) 

Dr. 

r» ^ 

390 

10 

4CO 


NOTE: — ^No further entrj- naad be passed in the books of S. as the bankers hove 
been paid by P. 

Q. 192, Jayaram having accepted a hill for Rs. .500 is unable to 
meet the same. Before the due date, he requests Gangaram to 
receive Rs. 320 in cash (Rs. 20 being for interest) and to draic on him 
a new bill for jRs. 200 for a further period of three months, and cancel 
the old hill which is shortly to become due. Gangaram agrees to this 
proposal. Pass entries in the hooks of both the parties to the trans- 
actions. 

A, ENTRIES IN THE BOOKS OF GANGARAM 

The transaction would be recorded in the books of Jayaram as follov/s: — 


L,F.’ Rs. Rs. 


Jayaram 

To Bills RcccKabIc Account 
(For cancellation of the old bill.) 


, Bank 

I To Jajaram 

„ Interest Account . , 

(Being the amount received from Javaram inclut-ing 
interest.) ______ 

' Bills Receivable Account 
To Jajaram 

^ (Being the amount of new bill accepted by hi.m.) 


5G0 

5C0 ■ 


320 

3CO 

:o 


:co 

:oo 
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ENTRIES IN THE BOOKS OF JAYARAM 


j 



1 

LF 

Rs 

Rs 


Bills Payable Account 

To Gangaram 

(Being the cancellation of the old bill ) 

Dr 1 

i 


500 , 

500 


1 Gangaram 

Interest Account 

To Bank 

(Being th* cash paid in part payment of the old bill 
including Rs 20 for Interest) 

Dr ' 


300 

20 

320 

1 

Gangaram 

To Bills Payable Account 
(Being the amount of the fresh acceptance.) 

Dr 

i 

1 

200 

200 


Q 193 Journalise the following transactions — 

1 Javen & Son’s acceptance for Rs 350 renewed for three months, 
plus Rs 25 for interest 

2 Retired our acceptance to Brown & Co for Rs 500 by cheque 
Rs 200 and a new bill for the balance at two months after date with 
interest Rs 15 

3 Our acceptance to King & Co , for Rs 400 renewed for three months 
with interest at 5% 

4 Smithson & Co retire their acceptance for Rs 800 by cheque 
Rs 300 and a new bill at four months’ date for the balance, mterest 
at 6% being paid m cash forthwith 

5 Aladin & Co (our creditors), notify us the dishonour of P Swanu’s 
acceptance for Rs 650, due this day noting charges Rs 12 50 P 
being paid by them We withdraw same in exchange for our 
cheque 

6 Our own acceptance to Dawood & Co , for Rs 435 dishonoured this 
day (due to omission of necessary instructions to our bankers to pay) 
Received claim from Dawood & Co , for Rs 450 including Notmg 
Charges, which we seftfe &y cheque 


A JOURNAL ENTRIES 


■ 

Javen & Sons Dr 

To Bills Receivable Account 
(Being the cancellation of the old bill ) 

L.F; 

Rs 

350 

Rs 

350 


Bills Receivable Account Dr 

To Javen & Sons 
„ loterest Account 

(Being the receipt of another acceptance for Rs 375 in 
place of the old inclusive of Rs 25 for interest.) 


375 

350 

25 
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JOURNAL ENTRIES— contd. 




LF. P.S. P. 

Rs. P. 

Bills Payable Account 

To Brown & Co. 

(Being the entry for cancellation of our old acceptance.) 

Dr. 

50-D.M 

SC'O.OO 

Brown & Co. 

Interest 

To Bank 

„ Bills Payable Account . 

(Being our cheque and new acceptance with interest 
handed in cancellation of our former acceptance.) 

Dr. 

tf 

' 500.00 

15.00 

2CO.OO 

315.00 

Bills Payable Account 

To King & Co. 

(Being the cancellation of the old acceptance.) 

Dr. 

t 400.GO ^ 

1 

40O.C0 

King & Co. 

Interest Account 

To Bills Payable Account 

(Being our acceptance given for Rs. 405, the c-xcess 
amount of Rs. 5 being charged as interest.) 

Dr. 

400.00 

5.00 

405.C0 

Smithson & Co. 

To Bills Receivable Account 
(Being the cancellation of their old acceptance.) 

Dr. 

soo.oo 

SOO.CO 

Bank 

Bills Receivable Account 

To Smithson & Co. 

.. Interest 

(Being the new Bill and Cheque received from Smillison 
&Co.) 

Dr. 

! 310.00 

I , 500.00 

i , 

1 ' 1 

SOO.OO 

10.00 

P. Swami 

To Bank 

(Being our cheque issued to Aladin & Co. on dis- 
honour of P. Swami’s acceptance which we had 
endorsed over to them, including Notariat 
Charges.) 

Dr. 

' 662.50 

, 

! ! 

1 

1 ‘ 

i 

66150 

Bills Payable Account 

Genera! Expenses Account 

To Dawood & Co- 

(Being the dishonour of our acceptance and the 
Notary charges on dishonour payable to them.) 

Dr. 

rt 

‘ 435.CO ' 
15.00 ; 

1 

1 

450.00 

Dawood & Co, 

To Bank . ' , 

(Being the amount remitted by cheque in accordance 
with their claim.) 

Dr. 

450.00 ' 

1 

450 00 


Q. 194. On 15th March B. Butler accepts a 4 months’ bill for 
Rs. 500 drawn on him by J. Jones for the mutual accommodation of 
both. The hill is then discounted by the latter at the rate of 6 per 
cent and half the proceeds are remitted to Butler. At maturity J. 
Jones sends a cheque to Bxttler who meets the bill. Pass entries in 
the books of the parties. 

ijv-U 
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A. 


J. JAIRAM'S BOOKS 
JOURNAL ENTRIES 




! 

LF. 

Rs. 

! 

- Rs. 

July JO 

Bills Receivable Account 

To T. Tukaram 

(Being the acceptance of the bill by Tukaram.) 

.. Dr. 1 

{ 

€00 

1 

j 600 

« 

T. Tukaram 

To Bills Payable Account 
(Being our acceptance of T. Tukatam’s Bill.) 

.. Dr. j 

1 

600 

; 1 

1 

600 


Bank Account 

Discount Account 

To Bills Receivable Account 
(Being the amount received on discounting the bill.) 

1 

.. Dr. i 

„ 1 

! 

1 

1 595 

1 5 ^ 

i 
i 
i 

1 

1 600 

! 

Sept. 13 

Bills Payable Account 

To Bank 

(Being the payment of the bill at maturity.) 

..Dr. j 

1 

1 

600 

i 600 


T. TUKARAM'S BOOKS 
JOURNAL ENTRIES 





L.F.| 

Rs. 

Rs. 

July 10 

1 

Bills Receivable Account 

ToJ. Jairam 

(Being the amount of the acceptance reccncd 
J. Jairam.) 

..Dr. 

from 

i 

f 

600 

600 

1 

»♦ ?» 

‘ J. Jairam 

To Bills Payable Account 

1 (Being our acceptance of J. Jairam’s Bill.) 

.. Dr. 

) 

' } 

1 ) 

: 1 

600 

600 

M tt 

, Bank Account 

Discount Account 

1 To Bills Reccis able Account 

(Being the amount received on discounting the bill ) 

1 

.. Dr. 

) 

595 

5 

) 

1 

1 

600 

Sept. 13 

Bills Payable Account 

1 To Bank 

(Being the pajTncnt of the bill at maturity.) 

.. Dr. 


600 1 

t 

600 


Q. 19G. Roy, jor the mutual accommodation of himself and 
Romer, draws upon the latter a bill at 3 months date for Rs. 800 
dated 1st January. The Bill is discounted by Roy at 5 per cent and 
half the proceeds are remitted to Romer. 

Romer. at the same tirne, draws a bill at 3 months on Roy for 
Rs. 400. After securing Roy's acceptance the hill is discounted at 
by Romer who remits half the proceeds to Roy. Romer becomes 
bankrupt on 31.sf March and 25 P. in the Rupee is received on loth 
May as first and final dividend from his estate. 
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Write up Journal and Ledger Entries m the books of the parties 

. SOYS BOOKS 


JOXJRNAL ENTRIES 


1 

Jan 1 1 

1 

Bills Receivable Account 

To Romer 

(Being the amount of (be biB accepted by Romer) 

Dr 

L.F 

Rs 

800 

Rs 

800 

1 

Bank Account 

Discount Account 

To Bills Receivable Account 
(Being the amount received on discounting the bill ) 

Dr 


790 

10 

800 

J 

1 

Romer 

To Bank Account 

M Discount Account 

(Being our remittance of bal/ the proceeds to Romer) 

Dr 


400 

395 

5 

’■ 1 

Romer 

To Bills Payable Account 
(Being our acceptance of Romer s Bill ) 

Dr 


400 

400 

! 

! 

Dank Account 

Discount Account 

To Romer 

(Being the receipt of half share of proceeds from Romer) 

Dr 


197 

3 

200 

Apni 4 ' 

Romer 

To Bank Account 

(Being the amount paid to Bank on dishonour of the bill 
by Romer ) 

Dr 

1 


800 

800 

- " 

Bills Payable Account 

To Bank 

(Being the payment of our acceptance at maturity ) 

Dr 


400 

i 400 

May 15 

Bank 

To Romer 

(Being the receipt of a dividend of 25 P in tbe Rupee m 
full satisfaction of our claim against Romer for 
Ra 600) 

Dr 


150 

150 

" 

Bad Debts Account 

To Romer 

(Being tbe balance on Romer a account irrecoverable 
now written off as bad debt ) 

Dr 


450 

450 


ROMBBS ACCOUNT 


(In Ro;y s Books) 


1 

^ Rs 



Rs 


: 395 

Jan 1 

By Bills Receivable 





Account 



400 


„ Bank Account 



' 800 


„ Discount Account 

3 

i ' 1 







May 15 

„ Bad Debts 


i Rs 1 

1,600 


R, 

1600 
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ROMER'S BOOKS 
JOURNAL. ENTRIES 


L.F R'- 

800 


Jan. I I Roy ^ Payable Account ^ 

1 iReins our acceptance of Roy s Bili.j 

^ .. Dr. 

^ „ Bank Account .. -• " .. „ 

” Discount Account 

i mJn” ^h/rece ipt of half share of proceeds from R^ 

~ .. ..Dr. 

Bills Receivable Account 

(BeSg *e^ accep tance of our bill by Roy.) __ 

i ' .. •• Dr. 

Bank Account •• -• _ „ 

’* ” Discount Account . . • • 

~ ^ Dr. 

. i Rov , ■ ■ 

” ! To Bank Account 

„ Discount Account o„cds to Roy.) 

I (Being the remittance of halt tne p — _ — _ 

.. Dr. 

April 4 Bills Payable Account . . 

1 (^1° ^if/jlshonour of the bill on becoming ban^ 

1-J S __ ..Dr. 

May 15 * Roy • • ’ ' . 

i To Bank ^ ^ H.viJend of 25 P. m the 

I ^^^RSpee in fuSsfaction of Roy's claim of Rs. 600.) 

^ ROY'S ACCOUyT 

(In Rn niers Books) _ 

— Rs. 1 , T>. TJ.irtV. Aec 


Jan. 

1 

To Bills Payable Account . . 

SOO Jan. 
197 „ 



^ Bank Account 

3 ., 



„ Discount 

150 



^ Bank 

450 .April 

May 

15 

„ Balance c/d. 




Rs. 

1,6C0 


, Lsann 

DFcount Account 
; Bills Receivable 
Account 


1 May 15 =^'" 

of Adairs of Rome. p.et-.. ^ „„^aiices ^rom I ~ 

Q 107 On 1st Jenuary- Q ^ th-’ other for Rs. 4.000 

ono Rs. 2.000 psiiablc 'Account. Both thetj^W-to 

popoblc in 4 tnonths >" 1“" j" i,„„!..crs on Sr.4 Jannonj at 0 , . 

arc dull! discounted oy Q , n him in ts^-nng il 
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Just before the maturity of tiie second bill for Rs 4,000, P again 
requests Q to assist him to the extent of Rs 2,500 In order to help P, Q 
arranges with P to draw on him (Q) two Bills for Rs 1,000 and Rs 1,500 
at two months and three months respectively from the due date of the second 
bill Q duly accepts these two bills and dehvers them to P, who discounts 
them at 5% He then duly meets the bill for Rs 4,000/- Q also meets 
his two acceptances on maturity On 30th May, P becomes bankrupt 
leaving his third bill unpaid and nothmg was recovered from his estate in 
respect of the claim 

Make the necessary Journal and Ledger Entries m the books of both the 
parties to record the above transacbons 


A. 


Q s BOOKS 
JOUBNAL ENTRIES 


1967 
Ian 1 


« 3 


Mar 1 


May 4 


June 7 


July 7 


Aug 7 


Bills Receivable Account 

Top 

(Being the amount of two bills accepted by P ) 

Dr 

L,F 

Rs P 

6 000 00 

Rs P 

6 000 00 

Bank Account 

Discount Account 

To Bills Receivable Account 
(Being the amount received on discounting Ibe (wo bills ) 

Dr 


591667 
83 33 

6k00000 

P 

To Bank 

(Being the amount advanced to P) 

Dr 


1,00000 

1,00000 

Bills Receivable Account 

ToP 
„ latcKit 

(Being the acceptance of the third bill with interest by P ) 

Dr 


101150 

1,00000 
12 so 

Bank Account 

Discount Account 

To Bills Receivable Account 

(Being the amount received on discounting (be third bill ) 

1 


999 84 
12 66! 

1.012JO 

P 

To Bills Payable Account 
(Being our acceptance of twobdls drawn by P) 

Dr 

1 

1 

2,50000 

1 

2,50000 

P 

To Bank 

(Being the amount paid to Bank on dishonour of the 
third bill byp) 

Dr 


1,012 50 

J.0J250 

Bills Payable Account 

To Bank 

(Being the payment of the bill at matunty) 

Dr 


1,00000 

1,00000 

Bills Payable Account 

To Bank 

(Being the payment of the bill at matunty) 

Dr 


1,500 00 

1,500 00 

Bad Debts Account 

(Being the amount irrecoverable, now wntten off as bad 
debt) 

Dr 


3,512^0 

3,512 50 
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P's ACCOUNT 
(In Q’s Books) 
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Qs ACCOUNT 
(In P s Books) 


Jan 1 

Mar 4 

June 7 ' 

To Bills Payable 
Account 
„ Bills Payable 
Account 
Balance c/d 

i 

i Rs P 

i 600000 

^ 100000 

3 51250 

Jan 1 
Mar 1 
May 4 

June 7 

By Balance 

Bank ' 

Bills Receivable 
Account 1 

„ Bills Payable 

Account 

Rs P 
600000 
100000 

2^00 00 

101250 

! 


Rs 

10 512 SO 


Rs 

; 10^1250 





June 8 

By Balance b/d 

3 51250 


Note — The credit balance on the above account in P s books will be transferred to 
P s Statement of Affairs which will be prepared for bankruptcy proceedings 

Q 198 On the 1st October 1966 X drew a Bill on Y for Rs 500 
and Y drew a Bill on X for a similar amount, both the bills being for 
a term of 3 months Both bills were discounted at the bank at 6 per 
cent On the due date Y met his bill X, however, notified Y of his 
inability to meet the bill, and Y, therefore, had to take it up X paid 
Y Rs 200 on 3rd January 1967 and accepted another Bill drawn on 
him by Y at two months' date for Rs 305 including interest This 
acceptance having been met by X on the due date, pass Journal 
Entries in the books of both the parties 


Xs BOOKS 
JOURNAL ENTRIES 


1966 
Oct 1 

' Bills Receivable Account 
' To V 

(Being the amount of the Bill accepted by Y ) 

Dr 

LP 

Rs P 
500 00 

Rs P 

500 CO 


1 Y 

To Bills Payable Account 
, (Being our acceptance of the Bill drawn by Y } 

Dr 


500 00 

50000 

1957 
Jan 3 

Bank Account 

Discount Account 

To 6 lls Receivable Account 
(Being the amount received on discounting the Bill ) 

Dr 


492 50 
7 50 

50000 

, Bills Payable Account Dr 

Toy 

(Being the credit g ven to Y on our inabihty to meet i 

, the Bill ) 1 


50000 

500 00 

" 

1 y 

To Bank 

(Being the amount paid to Y) 

Dr 

1 

20000 

20000 


Y 

Interest 

To Bills Payable Account 

(Being our acceptance of tie new Bill vmh interest 
drawn by Y ) 

Or 


30000 

500 

: 305 00 

» 6 

Bills Payable Account 

To Bank 

(Being the payment of the Bill at maturity) 

Dr 



305 00 

305 CO 






BIU^ or EXClIANCi; 


IGD 


•i”s BOOKS 
JOURNAL ENTRIES 


1966 
Oct. 1 


1967 
Jan. 3 


II n 


»» >» 


4 




L.F. Rs. P., 

Rs. P. 

X . . ...... 

To Bills Payable Account 
(Being our acceptance of the Bill drawn by X.) 

Dr. 

500.CO 

1 

500.00 

Bills Receivable Account 

ToX 

(Being the amount of the Bill accepted by X.) 

Dr. 

500.00 

500.00 

Bank Account 

Discount Account 

To Bills Receivable Account 

(Being the amount received on discounting the 
Bill.) 

Dr. 

492.50 ' 
7.50 ( 

I 

J 

1 

500.00 

X 

To Bank 

(Being the debit given to X on his inability to meet the 
Bill.) 

Dr. 

500.CO i 

500.00 

Bank Account 

ToX 

(Being the amount received from X.) 

Dr. 

JOO.O-D ■ 

200.00 

Bills Receivable Account 

ToX 
„ Interest 

(Being X’s acceptance of the bill with interest.) 

Dr. 

1 

305.00 i 

1 

1 

3CO.OO 

5.00 

Bills Payable Account 

To Bank 

(Being the payment of (be bill at maturity.) 

Dr. 

500.C0 ; 

1 

1 

5W00 


Q. 199. From the folhwmg varticidars, write out entries in the 
necessary Siihsidiary Boolcs and show the Bills Receivable a7id Pay- 
able Accounts. 


The Debtors and Creditors appearing in the 

books of Roy & Co. 

on SOtli June 1967 ivcre 

as nnder: 

— 


Debtors 

Rs. 


Creditors Bs. 

P. Simpson 

450 

J. Jones 

500 

Gulab & Sons 

78" 

S. Sen & Co. 

620 

Mohini Bros. 

... 1.225 

Das Bros. 

9E5 

Gupta & Co. 

... 2,100 

K. A.vcn'mr 

... 1,750 

R. Babu Rao 

... 1,500 

Sorab & Co. 

... 1,800 

A. Sitnrnm 

975 

Jacob & Sons 

727 


The Bank Balance on the same date vca.'? Rs. 4.320. All acceptances 
of Roy &• Co. were made payable at their banker.^, the Bari.s: of India htd. 
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1967 

July 2 Drew on P Simpson Bill No 75 at one month after date for Rs 430 allowing 
them discount Rs 20, payable at Parr's Bank 

„ 4 Received acceptance from Gulab & Sons for Rs 500 at 2 months’ date 

payable at Lloyd s Bank No 76 

„ 6 Accepted S Sen & Co’s draft of the 2nd instant at 2 months’ date for 

Rs 600 in full settlement of account, in favour of Haridas & Co Bill 
No 121 

„ 3 Bill Receivable No 75 was discounted for Rs 420 

, 5 Discounted Gulab & Son’s acceptance with our bankers receiving Rs 480 

, 7 Gave J Jones our acceptance at one month’s date for Rs 500 in favour of 

Vinayefc Bros No 122 

, 8 Received Gupta & Co ’s acceptance of our draft at three months’ date for 

Rs 2 075 in full settlement of their account, payable at the Bank of India 
No 77 

, 10 Mohmi Bros forwarded us A Brown’s acceptance to them for Rs 1,225 
payable at the Union Bank The Bill was accepted on 15th June and 
dratvn at 2 months’ date No 78 

„ 15 Received K Ayengar’s di^t on us of the 13th instant at 2 months’ date in 
favour of Red & Co for Rs 1,700, discount allowed Rs 50 Returned 
same duly accepted No 123 

16 Returned duly accepted Das Bros ’ draft on us for Rs 970 in full settlement 
of their account at 2 months’ dale in favour of Black & Co No 124 

„ 19 Sorab & Co forward us fheir draft dated 17th instant for Rs 1,800 in 
favour of White Bros at 3 months’ date for our acceptance Returned 
same accepted No 125 

„ 20 Received from R Babu Rao acceptance of our two drafts payable at the 
Central Bank of India, at 2 months’ date for Rs 600 and Rs 700 
respectively Nos 79 and 80 

„ 21 Endorsed over R Babu Rao’s acceptance for Rs 700 m favour of Jacob & 
Sons in full settlement of their account 

, 25 Received from A Sitaram, Robert & Co’s acceptance to him for Rs 600 
at one month’s date payable at the Imperial Bank of India Bill drawn 
on 20th July No 81 

Bills Nos 121, 122, 123 were duly met by our bankers Bill No. 124 
IS renewed by us on the 17th September by paying Das Bros Rs. 500 by 
cheque including Rs 30 for interest and acceoting their new draft on us at 
three months' date for the balance, Bill No 126 Bills Nos 78, 7& and 80 
are dishonoured on due dates Bill No 81 is collected by us on due date 

Write out the transactions upto 30th September 1967. 


A. CASH BOOK 


Date 

1 

iC\ 
>1 1 

Dis- 
' count 

i Bank 

Date 

— 

U. ' 
“>1 

Dis- 
count : 

Bank 

1967 



Rs 

1 R$ 

1967 



Rs 

Rs. 

July J 

1 To Balance b/d 



14,320 

Aug 10 

1 By Bills Payable 




« 3 

„ Bills Receivable 





Account— met | 


1 



Account— Dis- 





B/P No 122 . ' 



500 


counted B/R 




SepL 5 

Bills Payable 




1 

No 75 


10 

420 





» 5 

.. Bills Receivable 





B/P No 121 ! 



600 


Account— DiS 




>6 

„ Bills Payable 





counted B/R 1 





Account— met I 





No 76 


20 

480 


B/P No 123 . ! 



1,700 • 

Aug 2J 

„ Bills Receivable 




« 17 

„ Das Brothers 



500 

Account— Rea- i 
lised B/R No 81 



600 

, 30 

„ Balance c/d 



2420 



Rs 


30 

5,820 




Rs 

5.820 









Oct. 1 

1 To Balance b/d . 

L 




i ] 
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Jacob & aous _ 

I To Bills Receivable 

CS'HSrfor'SJout or BUI R<»vobl= 
No. 78.) 


Sept. 17 Bills Payable Amount 
1 Interest Account 
' ■ To Das Brothers 


970 

30 


1,CC<I 


Interest Account 

T =,f pSyo'i" af ?;."4 ’S 



1567 1 „ 

\ug. 10 I B3.rifC 
Sept. 5 i ft »' 

: ni : D« Bros.-Rcn=^vcd 
30 1 „ Balance c/u. 

• Rs 


31 Bv Sundries— nionthiy 

July a I 2 , per Biui 

p->\ablc Book 
iSept.n „ Das Bros. 


Rs. 


6.070 
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»0H 

Discounted on July 3 

Discounted on July 5. 

Dishonoured nn the 
due date. 

do 

Endorsed In favour of 
Jacob & Sons on 
2Ist July 1958, 
subsequently dis- 
honoured 

Realised on maturity. 

aieasnaj “ 

< W O < W M < 

1 * 

i 

] montii 1 

2 months' 

3 months 

2 months 

2 months 

2 months 

1 month 

1 ri’s ' g i ° 

1 Jo=n^a 2 1 * * 1 1 * 

8iq?<8d 

818HM 

2 ^ 

go - a J 2 . 

® 5 ® f -si ^ 2| 

So g s 8 ® p*® 

£^0^0 £ 

jojcSsojv 

_ 1 ,0 % % Q 

5 «rt 0 ec 0 ij 

^ <5 0 0 y 

E .0 S S •« -rt 5 

^ a a 0 0 0 a 

a, 0 0 -C 0 0 0 

J3MtJa 

^ ^ 
w ■ * <0 ■ < *■ 

irajo 

lonocuy 

S S S s S 8 8 

^ V >n 0 m r- ® 


j 

■ 

junoosiQ 

0 ° 



0 

psAiaoya 

UoqAV 

UIOJJ 

® ^ ^ ^ ^ § 

3, %% ^ -la OB 

0 t?” 0 00 < 

pOAtXirS 

nta 

i ^ ^ t s " 

ll>S 

JO OK 

p s s s 
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BILLS or EXCHANGE 


S 2 ° 


3ira st’CI 


c C ^ ^ 

o O O O 

C £ C c 

= - r. ^ 

r< t- ^2 S 


oiqcCcd 

oJoqA^ 


iuoq\v ox 


j3\\£ia 


Ilia JO 

junoiuv 


— — o <= 

8 s o s 

IS v^ 


junojsia 


uo\iS 
UIoq^^ ox 


p3ld333V 

sita 


UiaJO-oK , 


CHAPTER V 


PARTNERSHIP ACCOUNTS 

Q 200. What is a Partnership, and what are its mam essen- 
tials'^ 

A. Partnership is defined as “the relation which subsists between two 
or more persons carrying on business in common with a view of profit”. 

From the above defimtion it is clear that the following are the three 
essentials which must exist in order to constitute a partnership, viz 

1 That there must be a business, and for this purpose, the word 
‘ busmess” would include any trade, profession or occupation, 

2 That it must he earned on by some or all of the partners lor the 
benefit of all of them, and 

3 That it must be carried on for the purpose of earning profits which 
would be divided amongst the partners 

Q. 201. Should a Partnership Agreement he necessarily entered 
into in tenting, and can such an agreement, tj once made, be varied 
by the partners^ 

A. The contract of partnership need not necessarily be m writing and 
in any particular form, but may be made orally or even inferred from the 
conduct of the parties It is, however, extremely desirable that there should 
be a written agreement signed by all the partners, clearly specifying the terms 
and conditions on which the partners agree among themselves to carry on the 
busmess In practice, the mutual rights and obligations of the partners are 
expressed m an agreement in writing called a Partnership Deed, but any 
such agreement can be modified at any time, to any extent, by the mutual 
consent of all of them Such modiRcations even need not necessarily be in 
writing, but may be impbed from facts and circumstances The important 
pomt, however, is that any vanation of the rights or duties as ongmally 
defined m the deed must be by the consent of all the partners 

Q. 202. Mention instances where a person even receiving a 
share out of the profits of a busmess ts not a partner 

A. Sharing of profits, although an important element in every partner- 
ship, IS by no means a conclusive evidence to make the person in receipt of 
such a share a partner in the busmess In determimng whether a person 
IS or IS not a partner in a firm, regard must be had to the real relation 
between the narties, as shown hy all relevant facts taken together 

1 The sharing of profits or of gross returns arising from property by 
persons holding a joint or common mterest in that property does not of itself 
make such persons partners 
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2. The receipt by a person of a debt or other liquidated amount bv 
instalments or otherwise out of the accruing profits of a business does not 
of itself make him a partner in the business or liable as such. 

3. A contract for the remuneration of a servant or agent of a person 
engaged in a business by a share of the profits of the business does not of 
itself make the servant or agent a partner in the business or bable as such. 

4. A person being the widow or child of a deceased partner, and receiv- 
ing by way of annuity a portion of the profits made in the business in which 
the deceased person was a partner, is not by reason only of such receipt a 
partner in the business or liable as such. 

5. The advance of money by way of loan to a person engaged or about 
to engage in any business on a contract with that person that the lender shall 
receive a rate of interest varying \vith the profits, or shall receive a .share of 
the profits arising from carrying on the business, does not of itseK make the 
lender a partner rvith tlie person or persons carrying on the business or liable 
as such. Provided that the contract is in uniting and signed by or on behalf 
of all the parties thereto. 

6. A person receiving by way of annuity or othenviso a portion of the 
profits of a business, in consideration of the sale by him of the goodwill of 
the business is not by reason only of such receipt a partner in the busine.ss 
or liable as such. 

Q. 203. To what extent can a partner hind the firm and his 
other partners by his acts? 

A. Ordinarily, partnerships are assumed to be based on the mutual 
trust and confidence of each partner in the skill, knowledge and integrity 
of every other partner. As between the partners and the otitside world, each 
partner is the unlimited agent of every other partner in all matters connected 
will the partnership business and which are not beyond the scope of the 
partnership, irrespective of any private arrjmgements that may exist among 
tlie partners. It must be clearly understood, however, that a partners implied 
authority to bind his firm is limited to acts wliich are necessary' for carrying 
on die partnersliip business and which are not in any way out.side the scope 
of tiro partnership. An admis.sion or representation made by any partner 
concerning the partnership affairs and in the ordinary course of the business, 
is evidence against the firm. Notice to any' partner who usually ack in the 
partnership business of any matter relating to partner.ship afrnir.s operafe.s as 
notice to the fuan, except in the case of a fraud on the finn, committed b,> 
or with the consent of that partner. 

Implied authority of a Partner.— In the absence of any usage in the kind 
of business in question or the custom of the finn, it may bo nssu.mcd tba.. 
every ixirtner in a trading business has an implied authority to do the folio'.', - 
ing acts on behalf of his firm: — 
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1 Buy goods on account of the finn. 

2 Sell any of the partnership goods 

3 Receive payments of debts due to the firm and give valid receipts 

4 Draw cheques, and draw, accept and endorse Bills of Exchange and 
Promissory Notes in the name of the iirm 

5 Borrow moneys on the credit of the firm with or without pledging 
the firm’s goods 

6 Engage servants for the partnership business 

Q 204. To what extent is a pa-rtner liable for the debts of his 
firm‘d 

A. Liability of Partners. — ^Every partner m a firm is liable jomtly with 
the other partners for all the debts of the firm incurred durmg the time that 
he IS a partner Thus, a partner v/ho enters into a contract on behalf of his 
firm IS not liable on that contract except as one of the firm, m other words, 
the contract is not binding on him separately, but only on him and his co- 
partners jointly But a partner may render himself separately liable by 
holding himself out as the only member of the firm, or by so framing of the 
contract as to bind himself separately from his other partners as well as 
jomtly with them. In the absence of any such special circumstance, a con- 
tract which IS binding on the firm is binding on all the partners jomtly and 
not severally on any of them. Where there is an agreement, the respective 
rights and duties of the partners wiU be decided in accordance therewith, 
but if there are any matters which are not provided for in such agreement, 
the same will have to be dealt with in accordance with the partnership law 

liability of an Incoming Partner . — A person who is admitted as a 
partner into an existing firm does not thereby become liable to the creditors 
of the firm for anything done before he became a partner But if a person 
on being admitted into partnersbin takes over the debts already mcurred by 
an agreement wntb the existing creditors of the firm, he will bo held liable 
jomtfy with his co-partner for such debts 

liability of a Retirmg Partner , — A partner who retires from a firm does 
not thereby cease to be liable for partnership debts or obligations mcurred 
before his retirement, but a retiring partner may be discharged from any 
existmg liabilities by an agreement to that effect between himself and the 
members of the firm as newly constituted and the creditors, and this agree- 
ment may be either express or inferred from the course of deahng between 
the creditors and the firm as newly constituted. In any case, the existmg 
creditors of the firm must be a party to any agreement relievmg the retiring 
partner from debts and obbgations incuired during the time that be was a 
partner. 
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Q. 205. Whot is Partnership riphts 

t ptisr^t -utiTs 

— 

been bought on account o£ the firm. ^ oarlncis in any pro 

The contributions of capital ^may ® ^ ^greed'upon, i.c. m money, 
portions and in any manner ^ ma% e aitendance or even m per- 

in goods, in the premises to be use ^ ^ divisible on dissolution m 

sonal influence; and the same may be declareU 

anv proportions they agree upon. e-epress or 

RrJes in aljscnce ot AgKom ' ^ j ,i„„ their inlctesls in the 
hnpHed agreement "/X h^d 

paftnersUp property, the follon ® eauaUv in the capital and proBu of 

1. All partners are entitled to share „.h„her ol Capital 

the business ”nd must contribute ee,ually tonaids 

or otherwise sustained by ™ ascertainment of profits, to 

2. A uartner is not entitiea, 

interert on the capital J, “„„eralion lor acting in the partner- 

3. No partner can claim an. 

ship business. „tirr>ose of the partnership, an\ actua 

4. A partner making, for the pm^s d to 

paiment or advance beyond the £ 677 per annum from t ic jte 

- Siscribe, is entwed to interest at the -f” 
of such paymient or advance. 

purpose is oTc) agreement heUccen the perleere. 

Q. 200. In one another? 

u-hat is the relation of V^ftners oon 

A. Subject to any agreement bet metsbip business, 

a right to take part in the managemen connecter! with the p,arincr- 

Anv difference arising as to ordmar, partners, but no ebanpe 

ship business may be d-ded by aj^a,m ,hc consiitunon 

may be made m the na ur ^ partners. , 

of the firm without the consent of -or to do 

No majority of partners between the partncr=.. ^ 

50 has been conferred by express . derived by hmr 

Every partner ^.^'er "rom anV trai^ction concermnC 

without the consent of the other parmer 

Q .A.-t2 
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the oartnership, or from any xise made by him of the partnership property, 
name or busmess connection. In other words, a partner should not obtain 
a personal advantage at the expense of the firm If a partner, without the 
consent of the other partners, cames on any business of the same nature as 
and competing with that of the firm, he must account for and pay over to 
the firm all profits made by him in that busmess 

In the absence of any agreement to the contrary, the firm must m- 
demnify every partner m respect of payments made and personal liabilities 
incurred by him — 

(a) In the ordinary and proper conduct of the business of the firm, or 

(b) In or about anythmg necessarily done for the preservation of the 
business or property of the firm 

Subject to any agreement between the partners, no person may be 
introduced as a partner without the consent of all the existing partners 

Q. 207. Mention the principal clauses which should be em- 
bodied in a Partnership Deed 

A,. Important Clauses in Partnership Agrceinent. — Among other 
thmgs, a Partnership Agreement must necessanly contain provisions upon 
the following matters ~ 

> 1 The name of the firm and the nature o{ the partnership business 

2 The commencement and duration of the partnership 

3 The amount to be contributed by each partner as his capital 

4 The extent to which each partner is to be allowed to withdraw sums 
in anticipation of profits 

5 How the profits or Josses are to be divided 

6 If any interest is to be allowed on the capital of each partner and 
the rate per cent 

7 The rate of interest, if any, to be charged on the drawings 

8 If any partner is to be allowed any salary 

9 How further capital, if necessary, is to be mtroduced 

10 Provision in regard to amounts to be brought in by any of the 
partners by way of loans and the interest thereon, 

11 For all partnership transactions to be duly recorded in a proper set 
of books to be kept at the place of busmess and such books to be open to 
inspection of every partner or his represwitative 

12 That the accounts of the firm be prepared annually and after being 
duly audited by professional auditors, the firm’s Balance Sheet be signed by 
all the partners as evidence of their acceptance 

13 The basis on which to determine the amount payable to a retiring 
partner or the representative of a deceased partner in respect of capital and 
accrued profits since the last accounts 
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14. The basis of valuation of the goodv.-ill of the firm, if any, as also 
the other assets, for the above purpose, 

15. Clauses as to the rights and duties of each partner. 

16. Clauses in regard to restrictions, if any, to be placed on the autho- 
rity of any one or more of the partners to bind the firm in matters relating 
to the partnership business. 

17. An arbitration clause, for matters, in dispute to be detennined by 
submission to an arbitrator. 

Q. 208. What are the rules as to the Capital to he brought in 
and the Drawings hy the Partners? 

A. Capital of Partners. — ^Tliere is no implied obbgalion in law that 
partners must bring capital in equal or in any stated proportions, and die 
matter rests absolutely with the partners to decide. It is e%'on not necessary 
that every partner must contribute something towards the finn’s capital, and 
instances may be found where a partner is admitted into a finn witliout 
his introducing anything by way of capital. The capital of a pai-tnership 
firm as originally determined by agreement maj- be increased from time to 
time by further contributions and by undrawn profits, or may be decreased 
by withdrawals and losses, or the proportions of capital as originally 
determined may be altered, by tlie mutual consent of all the partners. Such 
consent need not be expressed in writing but may be tacit and proved from 
the conduct of the parties. Further, the capital to be contributed by each 
partner need not necessarily consist of cash paiment, but may be satisfied 
by the introduction of assets other than cash, such as Stock-in-trade, Fi.xlures. 
Plant, etc. 

Drawings of Partners. — ^Tlio Partnership Deed generally includes a 
clause allowing each partner to withdraw a certain amount at each periodical 
interval in anticipation of his share of profits. Such withdrawals are debited 
to a separate Drawings Account of each partner. \Mielher such drawings are 
chargeable with interest, is again a matter of arrangement between the part- 
ners. In many cases, whereas the capitals bear interest, the drawings arc 
not chargeable with such interest and the student would do well never to 
calculate interest on drawings w’hile working out a problem unless ho has 
been asked specially to do so. 

Q. 209. How should Partiiers share Profits and Losses? 

A. Sharing of Profits and Losses. — ^Tlic proportions in which profits 
or losses arising from the business are to be divided will depend upon the 
agreement between the partners. In the absence of any such agreement, 
even wiiero the capitals are in unequal amounts, the partners will be deemed 
by law to be equal sharers in profits or losses on the ground that the Court 
cannot be c.xpcctcd to enter into questions of partners' moriL<. It may iso 
that a partner contributing a very small portion towards the fimfs capit.al 
may bring into the business sjKJcial skill which cannot be measured in icru'^s 
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of money, and by virtue of this atbibute he stands to share as much out of 
the profits as another nartner who has contributed a much larger sum in shape 
of capita], but who is not possessed of the requisite dull Again, one partner 
maj be takmg an active part in the conduct of the business, and the others 
may not be It is evidently, therefore, left for the partners themselves to 
decide as to what would be the most equitable mode of sharing profits or 
losses Wheie the nartnership deed nrovides for the profits being shared m 
a particular manner and there is no mention of how the losses should be borne, 
the assumption is that these should be borne in the same proportions Further, 
it IS quite legal and eomoetent for the partners to arrange for the profits to 
he divided m certain proportions and the losses to he home in quite other 
proportions It is equally competent for the partners to agree to exempt 
one or more of them from bearing any losses The share of profit applicable 
to each partner would he debited to the Profit and Loss Account and credited 
to his Capital Account If there is a loss, the same would be adjusted by 
debiting each Partner’s Canital Account with his respective share and credit- 
ing the Profit and Loss Account 

Q 210 Discuss fully the question of Interest on the Capital 
and the Drawings of the Partners 

A. Interest on Capital ^Where the capitals are contributed in certain 
proportions and the sharing of profits or losses is not in proportion to capitals, 
interest on the capital of each partner is generally calculated at an agreed 
rate per cent, and is considered as a charge on the Profit and Loss Account, 
before the ascertamment of net profits It must be remembered, however, 
that no such interest on his capital can he claimed by any partner as a matter 
of right, in the absence of an agreement to that effect Where the capitals 
are unequal but the profits are shared equally, the partner with larger amount 
of capital would otherwise be at a disadvantage and the one with smaller 
capital would benefit at the exoense of his co-partners, agam, where the 
capitals are equal but the profits are shared in unequal proportions the part- 
ner taking the largest share of profits would otherwise get an undue benefit 
over the others and the adjustment in regard to interest on capital will tend 
to lessen the inequabty It is thus dear that the allowance of interest to 
each partner on his respective capital will tend to balance the accoimts equi- 
tably between the partners inter se or, in any case, serve to compensate the 
partner with larger capital contribution Even where the profits are shared in 
the same proportions as the capitals, it is usual and desirable that mterest on 
capital be brought into account m order to enable the partners to see what 
profit they reahsed from the busmess over and above the interest they would 
have earned if the same capital were invested in gilt-edged securities. Interest 
on Capital is debited to Profit and Loss Account and credited to Capital 
Account of the partner conce’med. Where, however, the capitals are agreed 
to he fixed, such interest will be credited to the current account of each 
partner 
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Interest on Drawings. — ^\Miere the partnership agreement provides for 
the allowance of interest at a certain rate per cent, on the capitals of the part- 
ners, it does not necessarily follow that such interest should also be calculated 
on the drawings. If it is desired that interest should also be charged on the 
drawings, there should be a distinct mention to that effect in the agreement. 
Where the capitals and the sharing of profits are equal and the drawings are 
in unecjual sums, interest is usually charged on the drawings by mutual 
arrangement in order that the accounts of the partners may bo equitably 
adjusted inter sc. As has been said above, the question of interest on capital 
and drawings is purely a matter of agreement between the partners, and the 
partnership accounts will have to bo prepared with due regard to the tenns 
and conditions of such an agreement, if there e.xists any. 

Q. 211, What is the rule in regard to Salaries to Partners and 
how should such Salaries be recorded? 

A. Partners’ Salaries. — It frequentlj' happens that one of the partners 
may be devoting his entire time to the business whereas the others may not. 
and under such a circumstance, it is usual to allow the former an asrreed 
salary before the ascertainment of the net profit. The practice of allowing 
salary usually obtains in a firm where there are junior partners witlr hardly 
any capital contribution who take a very small share of the profits and yet 
who devote the whole of their time and energy to the business. When such 
salaries are drawn out in cash from month to month, they should be charged 
to Partners’ Salaries Account. Where, however, lump sums are withdrawn 
at irregular intervals on account of salaries, these would be debited to the 
Drawings Account of the partner concerned and an adjustment would have 
to be made at the end of each financial period, debiting Partners’ Salaries 
Account and crediting the Capital Account of the partner with the annual 
amount of salary due to him. 

Q. 212. What is the position of a Partner who has advanced 
Loan to the firm and hoio should such Loan be recorded? 

A. Loan by a Partner. — Any advances by a partner by way of loan 
will carry G per cent interest by implication (in England 5 per cent) , unless 
otherwise agreed upon; and this is irrespective of the fact whether the enpital.s 
boar any interest or not. But the partners by mutual consent may agree to 
allow a higher or lower rate of interest on such loan, in which case such 
agreement will hold good. A partner can claim a repayment of his loan, 
in the absence of any agreement to the contrary, alfhough he cannot ask for 
a refund of his capital. In case of a dissolution, such loan by a partner 
would rank to be repaid in priority to the refund of capitals, but after the 
claims of all outside creditors are satisfied in full. Loan by a partner mu.st 
be credited to a separate account from his capital account and mu.'^t he tb'^- 
tinctly stated in the Balance Sheet. 
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1S3 

^ 214. A, B and C are partners loith Capitals of Rs. 20.000 
eac?i and share profits in proportions of i, ^ths and Ith. The net 
profit for the year 1967, before calculating Interest on Capital 
amounted to Rs. 27.000. Show the amount of each partner’s gain 
from the firm, (a) if Interest 07i Capital is ignored and (b) if 
Interest on Capital is to he calculated before adjustment of profits. 

A. (a) The profits, prior to calculation of Interest on Capital, will be 
divided as under: — 

A. 1/2 of Rs. 27,000=:Rs. 13,500. 

B. 3/8ths of „ 27,000= ,. 10,125. 

C. l/8th of „ 27,000= „ 3,375. 

(b) Where Interest on Capital is calculated before division of profits, 
the Profit and Loss Account will appear thus; — 


PROFIT AND LOSS ACCOUNT 




Rs. 


Rs. 

To Interest on 

Rs. 


By Balance b/fd. 

..! 27,000 

A’s Capital 

.. l.fOO 



{ 

B’s „ 

,. 1,000 




Cs „ 

.. 1,000 






3,000 


1 

,, Net Profit transferred to 



i 

Partndrs’ 

Capital 



1 

Accounts : — 




1 

At 

.. 12.000 



1 

B 2ths 

.. 9.000 



i 

C Jth 

,. 3,000 



1 



24,000 


1 


Rs. 

27,000 


Rs. ' 27,000 


Therefore, after calculation of Interest on Capital, the profits earned by 
each partner will be as follows: — 

Interest and Profits. 


A. 

Rs. 1,000 „ Rs. 

12,000=Rs. 

13,000. 

B. 

„ 1,000 „ ,. 

9,000= „ 

10,000. 

C. 

„ 1,000 „ „ 

3,000= „ 

4,000. 


Note: — From the above, it will be seen that whore the Capitals contri- 
buted by die partners are equal but the profits are shared in unequal propor- 
tions, it is desirable to bring into account Interest on Capital at a certain 
rate per cent prior to division of profits, in order that the partner taking the 
least share of profits may at least be coinpen.sated equally along witlj the 
other partners by way of interest on his Capital, so that the inequality in the 
division of profits may be least felt. 
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215 P having commenced business on 1st January 1866 
ttttft a Capital of Rs 10,000 admits Q into partnership vnth a Capital 
of Hs 8,000 on 1st May 1966, P and Q then take over R as a partner 
on 1st August 1966 tcith a Capital of Rs 5,000 On 1st November 
P, Q and R contribute by way of further Capital Rs 1,000, Rs 2,000 
and Rs 3,000 respectively The profits for the year ended 31st 
December 1966 amounted to Rs 6,630 and are agreed to be shared 
in proportions of Capitals Show the division of profits at the end 
of the year 


A. 



P 10000x12=^1^0000 

Q 8000X8=64 000 

R 5001X5=25000 

lOOOX 2= 2 000 

2000X2= 4000 

300rfx2= 6000 

Rs 1^2 000 

Rs 68 000 

Rs 31000 


The prOMitJons are 122 68 31 

P 3 660 Q Rs 2 040 and R Rs 930 of the net profits 


^ The Capital Accounts of X, Y and Z stood at Rs 20,000, 

and Rs 10,000 respectively after the necessary ad)ustment8 
*“^spect of the Drawings and the Net Profits for the pear ended 
1st December 1966 It teas subsequently ascertained that 5% 
iterest on Capital and on the Drawings of each partner had been 
mitted The drawings of the partners had been X Rs 2,000, Y Rs 
,500 atid Z Rs 1,200 and the interest on these amounted to Rs 40, 
Rs 30 and Rs 15 respectively The profits for the year as already 
ad)usted amounted to Rs 10,000 The partners share pro/its in pro- 
porttems of 2/5ths, 2/5ths and l/5th Give the adjusted Capital 
Accounts of the partners together with Journal Entries necessary for 
such adjustments 

A. The opening Capitak of partners, for the purpose of calculating 


interest thereon, is ascertained as under 

— 




X 

y 

Z 


Rs 

Rs 

Rs 

Capitals at the end of the year 

20 000 

15 000 

10 000 

Add Drawings during th«» year 

2 000 

1,500 

1,200 


22 000 

16,500 

11,200 

Less Profit 

4 000 

4 000 

2 000 

Capitals at the beginning of the year 

18 000 

12,500 

9,200 



iNTEKEsr ov can rAL a\d rKorjr-smKj.Nc 
JOURNAL ENTRIES 


LF. Rs. Rs. 


Profit and Loss Adjustrnirnt Account 
To X’s Capital Account 
^ V‘s 

.. Z-s „ 

(Being the adjusting ontr\ for interest on Partners' 
Capitals not taken into account in the Profit and 
Loss Account.) 

X's Capital Account 

Y's „ „ .... 

Z’s „ » .... 

To Profit and Loss Adjustment Account 
(Being the adjusting entrj for interest on Partners' 
drav-ings not accounted for in the Profit and Loss 
.Account ) 

X's Capita! Account 


To Profit and Loss Adjustment .Account 
(Being the Loss on the abo\e adjustments transferred 
to Partners* Capita! Accounts in their profit-sharing 
proportions.) 


X's C.APITAL ACCOLiNT 


Dec. 31 To Profit and Loss .Adjust- 
ment Account — inte- 
rest on Draw, ings 

„ „ „ Profit and Loss Adjust- 

ment Account— LO'S 
on Adjustments — 

2 5ihs share 
„ _ _ Balance c'd. 


Dec. 3 1 By B.ilar.ce b fd. 

„ Profit and Loss .Adjust- 
ment .Account— Inte- 
rest on Capital 


Ijan. I Bv Bahinc-e b d. 



Dec. 31 To Profit and Loss .-Adjust- 
ment .Account— Inte- 
rest or. Drawings 
^ Profit and Loss Adjust- 
ment Account — Loss 
on .Adjustments — 

2 5ths sh-a.m 
„ Eal-inec c d. 


Dec. 31 By Balance b fd. 

„ Profit and Loss .-Adjust 
mcr.t Account— In'.e 
rest on Capital 


1 557 

Jan. 1 Bs Babree b d. 




m 
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Z’s CAPITAL ACCOUNT 


1966 1 

1 Rs 

1966 

1 1 

Rs 

Dec. 31 To Profit and Loss Adjust i 


Dec 3( 

By Balance bfCd 

10,000 

mcot Account— late ' 



„ Profit and Loss Adjust- 


rest on Drawings 1 

IS 


ment Account— Inte 


„ „ „ Profit and Loss Adjust 



rest on Capital 

460 

ment Account — Loss 





oo Adjustment— 





J/5th share i 

3S0i 




« „ „ Bsi2SC£C/d . 1 

10.065 \ 


1 


Rs 1 

1 10460 i 

1 

Rs j 

! 10,460 



1 1967 




1 

Jao 1 

By Balance b/d ..I 

' 10.065 


Q. 217. Explain lohat you understand by Capitals being Fixed 
and Fluctuating quantities 

A. Fixed and Fluctuating Capitals.— A separate Capital Account is 
opened in the name of each partner and is credited with the amount of 
capital contributed by him on the formation of the partnership and further 
amounts, if any, brought in subsequently as additional capital There is also 
a seoarate Drawings Account m the name of each partner, and the account 
is debited with the respective partner’s drawings from time to time At the 
end of each financial period, the debit balance on the Drawings Account 
representing the total withdrawals by each partner is transferred to the debit 
of his Capital Account and the Drawings Account Is thus closed The 
adjustments m regard to Interest on Capital (if any allowed) and the share 
of profits are credited to the Caoital Account of each partner On the other 
hand, adjustments in regard to Interest on Drawings (if any agreed upon), 
and the share of loss, if there be any, are made on the debit of each partner’s 
Capital Account As a result of these adjustments, the Capital Accoimt of 
each partner at the end of the year would be made up of the capital as it 
stood at the beginning of the year, plus interest and share of profits, and less 
drawings The Capital Account is then closed by balance, and iwll represent 
the partner’s capital at the beginning of the new period The balances on 
Capital Accounts, under such a circumstance, will naturally fluctuate from 
year to year and this is how the partner’s accounts are ordinarily dealt with, 
unless there is a definite provision in the Partnership Agreement that the 
capitals shall be maintained at fixed quantities 

Where it is stated m the Partnershio Deed that the partners’ Capitals 
shall be fixed and shall be maintamed at the same figures during the partner- 
ship, the Capital Account of each parfrier would be credited with only the 
actual contribution to capital No adjustment will then be made on the 
Capital Accounts, and the balance on each such account will remain at the* 
same figure from year to year, representing the original capital contribution 
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A’s DRAWP^G ACCOUKT 


J966 

Ra 

J%6 


Ra. 

Dfc. 31 To Bant 

i;200 

Dec 31 

By Capita] Accouaj — 1 

Transfer 1 

i;3» 


Ra. 1:200 


Rs. j 



B s CAPITAL ACCOUKT 


1966 


Ra. 

1966 



Dec. 31 

To Dnvkiogi Account — 
Transfer 

» Balance c/d 

2fXO 

12745 

Jan. i 
Dec.31 

By Balance b/fd- 
. Salary 
„ loterest 

, Profit and Loss Appro* 
pnatioo Account 

1 

‘ lOfiOO 
2,400 
j 500 

1 mi 


Ra. 

14 745 


Rs. 

) 14 745 




/an. 1 

By Balance b J 

j IV» 


B s DRAWING ACCOim 


\9C6 

Rs. 

1966 

1 

1 

1 Rs. 

Dec 31 ToBaol: 

- 2j0C0 

Dec.3f 

1 By Capital Account- 
Transfer 

1 

1 i,oco 


Rs. 2,000 


1 Rs. 

j 2000 


7-1 ...-d-j 





(b) Where the Capitals are fixed. 

As CAPITAL ACCOUNT 


1965 1 


Rs. 

1966 

1 

1 Rs 

D-c. 31 

To Balance c/d 

j 15000 

Jan. { 1 

By Balance b fd. 

j 15000 



Rs. 15000 



Rs. i JSfiOO 




Jao. f ; 

By Balance b d 

15000 


A s CURRENT ACCOUKT 


1965 

1 Ks. 

1966 1 

1 

Rs. 


1,200 

De&Jl 

By Interest on Capital 

750 




„ Profit and Loss Appro- 

4^05 

SfiSS 

3,855 


Rs. j 5/755 

1967 1 
Jan. 1 1 

pnation Account 

Rs. j 

By Balance b/d i 
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PROFIT AND LOSS ACCOUNT 
For the pear ended 31sf December I£>CC 


To Office Expenses 
„ Offee Rent and Insurance 
„ Advertising . . 

„ Printing and Stationery 
„ Carriage Outwards 
„ Partners’ Salaries 
„ Discounts ,.r— — 
„ Bad Debts . . 

Add New Reserve . . 


8,8C0 By Gross Profit transferred from 
4,800 Manufacturing Account 

3,000 „ Discounts 


Less Old Reserve .. 1,000 

„ Interest on Capital 
„ Depreciation: — 

Buildings 2% .. 520 

Plant 7J% .. 1,500 

Patents 10% . . 200 

\ 

Net Profit transferred to Capital 
Accounts : — Rs. 

X3/5ths .. 17,178 

Y2/5ths .. 11,452 


Rs. 60,850 


BALANCE SHEET OF X AND Y 
As at 31st December lOfiO 


Liabilities 

Sundry Creditors 
On Open Accounts 
Outstanding for Expenses . . 

X's Loan Account 
X’.s Capital Account : — 
Balance on 1-1-66 

Rs. 

Add Salary .. 2.400 

„ Interest .. 800 

„ Profit . . 17,178 


Lhs Drassings 

Y’s Capital Account 
Balance on 1-1-66 

Add Salary . . ’ 

„ Interest .. 1 

„ Profit .. II 


45.000 
3,850 < 


Less Drawings 


Rs. Assets 

Cash 
In Hand 
At flank 

48.850 

4,000 Sundry Debtors 

Less 5‘’o Reserve for 
Doubtful Debts . 


Less 5% Reserve for 
Discounts 

Stock : — 

Finished Goods 
Work-in-Process 
Raw Materials 

Patents 

Less 10% Depreciation . 

Plant and Machinery 
Lw 7j% Depreciation . 

Land and Buildings 
Less 2% Depreciation 


Rs. Rs. 


1.22,630 I 


Rs. 1,22,630 
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Q. 220. What is Goodwill^ Explain fully tvhy a new-comer 
should vay for Goodwill on 6etng admitted into partnership How 
should Goodwill received from a new partner be dealt with in the 
firm’s hooks^ 

A. Goodwill on admission of a new partner — ^When a sole trader 
who has been carrying on a successful business for some time, or an existing 
partnership firm admits a new partner either for introduction of additional 
capital or influence and the consequent extension of busmess, or for the 
purpose of bringing excentional skill or fresh energy into the business, the 
new-comer is required to paj' some premium to compensate the existing 
owner or owners of the business for the surrender of a part of the larofits 
which he or they had been hitherto enjoying in full Such compensation or 
“premium” naid by an incoming partner on taking a share m an established 
firm IS called “Goodwill” and is quite distinct from any amount that he 
may have agreed to bring in as capital Goodwill may thus be looked upon 
as a compensation naid by a new-comer m an estabbshed business to the 
existing proprietors thereof for theu- past efforts and the risk of capital they 
underwent to bring the business m its present stage of reputation and /rofit- 
eaming capacity and m return for their agreeing to forego a share of future 
profits for his benefit It must clearly be understood, however, that good- 
will only attaches itself to a business which has been yielding super-profits 
(i e more than average profits returned by other businesses in the same bne 
of trade) in the past and where there is a reasonable jikebhood of equally 
profitable conditions being maintained m the future In fact, it is a payment 
made by the new-comer in the hope and the chance that the benefit arising 
from the reputation and connections already formed will continue m the 
future and that whereas he would be taking a share in the profits from a 
ready-made busmess for which the old proprietors laboured in the past, 
he would save himself the risk of capital and the trouble and anxiety he 
would have had to undergo if he were to start a new busmess on his own 
Goodwill IS always a partnership property and it goes with the busmess 
Evidently, therefore, the sum received on account of goodwill from a new- 
comer would belong to the existing partners m tfieir profit-sharing propor- 
tions and it would be credited to their respective Capital Accounts ^^Tiether 
the amount received by way of goodwill should be withdrawn by the old 
partners or whether the same be retamed m the business as additional work- 
ing capital is a matter of agreement between the existing proprietors and the 
new-comer It is important to note that once a new partner enters a film, he 
acquires by virtue of his position two ri^ts (a) the right to share in the 
assets of the partnership, and (b) the nght to participate in the division of 
the profits Thus, once a person js admitted into partnership, he becomes 
entitled to share m all profits and gams arising from the date of his entry 
irrespective of whether such jK-ofits accrue from the trade or from an amount 
realised on the sale of an asset m excess of its book value or from the sale of 
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an asset which does not so far appear in the books, unless such new-comer 
is precluded from taking a share arising from any particular source by 
express agreement. Thus, if after the admission of a partner, the goodwill 
of the fimt is realised, the new-comer along with the other partners will be 
entitled to claim his share thereof, unless it can be shown that under an 
express arrangement he was not to share in such proBts; and, it will bo no 
answer for this purpose to say that he paid nothing for his share of goodwill 
at the time lie entered the partnership. If it is desired that he should have 
no interest in the firm’s good\cill, it is perfectly competent for all the part- 
ners to make an agreement upon the admission of a partner that the latter 
should have no interest in the firm’s goodwill. 

Q. 221. Mentioti the different methods of dealing with Goodwill 
on admission of a new partner. 

A. The method of treating Goodwill in the books of accounts at the 
time of admission of a new partner varies considerably. 

(1) Occasionally, it is not brought into the partnership books at all, but 
is paid by separate cheques to the old partners by the new-comer, and is 
treated as a matter outside the business. 

(2) In some cases, it is recorded as received in the books of the firm, 
but is drawn out immediately in cash by the old partners in (heir profit- 
sharing proportions. 

(3) In other cases, the amount received is entered in the firm’s book.s 
and is retained in the business as additional capital, after the old partners' 
Capital Accounts have been duly credited with their legitimate shares. 

(4) Sometimes, the Goodwill amount is not brought in ca-sh by the 
new-comer, but a Goodwill Account is raised (opened) and the Capital 
Accounts of the old partners are credited with their respective share.s. 

It may be mentioned, however, that it is to the advantage of the newly 
admitted partner to see that the amount paid by him for Goodwill is broucht 
into record in the firm's books. It is equally advantageous to arrange that 
this amount is allowed to remain in the firm in proportionate credits to the 
old partners’ Capital Accounts so as to leave so much more working capital 
in the business. 

Before once Goodwill is brought into record for a definite purpose, vi.t. 
for adjusting the Capital Accounts of the existing partners before the admis- 
sion of a now partner, it is not necessary nor is it desirable that Goo<lwi]l 
Account should be allowed to remain in the finn’s books. It can once mort; 
be treated as an unrecorded asset, and written back to the Capital Accounts 
of the partners. In so writing back the Goodwill Account, it s'nould be 
debited to the Capital Accounts of all the partners including the ncw-co.mcr 
in t’noir now profit-s'naring proportions, for it will be in the.se proportion.^ 
that the partners will share the future profits including the profit arhing 
from tlic sale of Goodwill. 


Q \.-l3 
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Q 222 The Balance Sheet of A who had been carrying on 
business as a sole trader for the last several years showed as jollows 
on 31st December 1966 — 


Liab iKlej 

1 

Arsed 

I Rs 

Creditors 

27 000 



A s Capital 

30000 

Debtors 



1 

Rs ' 57000 

Bills Receivable 

Stock m trade 

Office Faraiture 

3000 

1 30 000 

1 1,500 

Rs [' 57000" 


On 1st January 1967 he admitted B into nartnership on the terms that 
B should take a fifth share m the. future profits and that he should bring m 
proportionate canital It was also agreed that As Capital Account should 
be raised to Rs 40 QQO as Ke had created a Goodwill by bringing Kis business 
in a state of established reoutation Show the opening Balance Sheet Df the 
new firm on the above arrangement being carried out 


A BALANCE SHEET OF THE NEW FIRM 


L(ab hues 

1 

Rk 

Assets 

Rs 

Sundry Cred tors 

A s Capital Account 

B s • 

1 

\ 

27000 

^000 

^0000 

Cash at Bank 
^btors 

Bills Receivable 

Stock in trade ^ 

Office Furniture j 

Goodwl^_^ ' 1 

12,500 

20000 

3 000 
30000 
UOO 
10000 



1 770CO 

R= j 

77 000 


Note . — ^The Goodwill of A s business which was hitherto unrecorded 
IS now brought into record as arranged with B and A has been given full 
credit in respect thereof The corresoonding asset under the heading of 
Goodwill Account now appears on the assets side of the Balance Sheet If 
the new firm decides to wipe off Goodivill Account fr om their books the 
same may be brought about by debiting the Capital Accounts of A and B 
in proportions of 4 and 1 and crediting the Goodwill Account 

F and G with capitals of Rs 7,500 and Rs 10 000 
re$‘^tively agree to admit H into partnership as from 1st June ^ 67, 
upon the terms that H should bring in Rs 8,000, of tohtch. Ks oOOO 
IS to he regarded as a premium, and that he ts to be given a fourth 
share in the jutUTC profits Droft the Journal Entries assuming that 
H brings tn the necessary amount a»d_that_the Goodwill amount 
after being brought into record ts withdrawn by the partners entitled 
thereto Show also the Capitol Accounts of the partners and Good- 
will Account State the future profit sharing proportions of F, G 
and H 






H’s CAPITAL ACCOUNT 



To (-N Capita! Account— Transfer .. !„‘rO Bj Hank 

GT Capital Account— Transfer .. J^CX) 


. . :*.o' 


R<=. c.CC 


Rs. 


3.000 
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ifl6 


As H IS to get one-fourth of the profits the remaining three fourths 
ulll have to be shared by the ongmal partners m their former proportions 
Therefore, the new proportions will be — ^ 

F J of ;ths = ;ths Gi of Jths^Jthsand H ;ibs F|, G J. 

Notes— (a) The amount received for goodwill has been credited to F 
and G m equal shares, as m the absence of any agreement to the contrary, 
the partners are deemed to be equal sharers in profits 

(b) As the amount credited in resoect of goodwill to each of the old 
partners on his Capital Account has been withdrawn by V»m as TCr arrange- 
ment the ongmal capital remains the same The advantage, however, is 
that the fact as to the amount havmg been paid m as goodwill and subse- 
quently wnthdrawn by the old oartrers is brought into reeo^ 

A and B icere shanng profits m proportions of 3/5th.s 
“'and 2/5ths icith capitals of Rs 20,000 and Rs 15,000 respectiyely 
They admit C mto partnership on 1st January 1967, the terms 6emg 
that he shall bnng tn Rs 20 000 as capital and pay Rs 5,000 for his 
share of the Goodwill the amount ts to be retained tn business and 
C is to be given l/5th share m future profits 

(a) Pass Journal Entries to record the amount brought tn by C 
(b) Shoto Cavital Accounts and the Goodwill Account (c) State 
ichat the future profit sharing proportions of A, B and C totU be 

^ JOtmNAL ENTRIES 


L.F Rs. Rs. 


B’niAccomu De 25000 

To Cs Capital Atsounl 20 OCO 

_ AccoonI 5000 

(Bnng ibc receipt of Capital aad Goodf^iH aaotiat 
frpm C.) 


Goodwill Account Dr 5000 f 

To A s Capital Account I 3 000 

, B s Capital Account 2,000 

tBemg Uie allocation of Goodwill amount &etwwa t&e 


old partners m tlwu pi^t-sbanng propoitions.) 


A’s CAPITAL. ACCOUNT 



Rs. 


Rs. 

To Balance c d. ■ 

23000 

By Balance 

„ Goodwill Account— 3 /5tli share 

20 000 
3.000 

Rs. 

25000 

R.. j 

: 235xn 



By Balance b'd 

23fi00 






AI)\riSSION‘ or a Nl.n‘ r^KTNfR 


1P7 


B’s CAPITAL ACCOUNT 


Rs. 



Rs. 

To Babncc c/d. . 17.000 

i By Bal.ancc 
„ Goodwill Account 

— 2/5lhssh,trc .. 

15,000 

2,C00 

Rs. 1 7,000 


Rs. 

IT.CPO 


B> Balance h.'d. 


17,000 

Cs CAPITAL ACCOUNT 






Rs. 


By Bank 


20.0CO 

GOODWILL ACCOUNT 

Rs. 



Rs. 

To A's Capital Account— Transfer . . 3,000 

„ B's Capital Account — Transfer . 2,000 

B\ Bank 

•• 

5,000 

Rs. 5.000 


R'. 

5.0C0 


As C is to get 1 ' 5th share of the profits, the remaining 4 5th,s will be 
shared by the original partners in their former proportions. Hence, the no^v 

proportions will be: — | -J. - 

S' S" 

A 3 oths of 4 5ths=;12 '25ths. B 2 5ths of 4 5ths^? 25tb5 and 


C 5/ 25tlis. 


A 


B r’l . C /r • 


P •• 0 ' 




Note: — In this case, as the amount credited m respect of goodwill to 
each of the old partners is not withdrawn by them, tlieir respective cnpital.‘- 
arc increased to that extent. 


22fi. A and B shared profits in proportions of 3 end 2 and 
had Capitals of Rs. 20.000 and Rs. 15.000 respcctiveh/. Then anrcc 
to admit C into partnership as from 1st January 1967. on the follcic- 
ing terms in return for a third share in future profits — (a) That C 
should bring in Rs. 20,000 as Capital, fbl That, as C is nnahh-’ to 
bring his share of Goodu'ill in cash, the Goodtrill of the firm be rrJued 
at Rs. 15,000 and a Goodtcill Account be raised in the firm's boohs. 
Set out the Journal Entries required, the Capital Accounts of the 
partners and the Goodwill Account. State the future profn-sharinn 
proportions of partners. 
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A JOURNAL ENTRIES 



i 




|l.f' Rs 

Rs. 


Bank Account 

To C s Capital Account 
(Being the amount brought >n by C as 

Dr 

his capital ) 

I “’0 000 

1 1 

200C0 


Goodwill Account Dr 

To A s Capital Account 
„ B s Capital Account 

(Beng th** Goodwill raised m the firms books and the 
corresponding credit to the old partners m their 
profit sharing proportions ) 

15 000 ; 

9000 

6000 

A s CAPITAL ACCOUNT 




Rs 

1 


Rs. 

To Balance c/d 


29000 

By Balance 

„ Goodwill Account (5/Sths share) 

20 COO 
9000 



Rs ^ 

29000 


Rs 

29 000 



i 

1 

By Balance b/d 


29 000 

B s CAPITAL ACCOUNT 




1 

Rs 

1 


Rs 

To Balance c/d 


21000 

By Balance ' 

„ Goodwill Account (2/5tht share) 

15000 

6000 



Rs 

21000 


Rs. 

21000 





By Balance b/d 


21000 

C s CAPITAL ACCOUNT 







Rs 





By Bank 


20 000 

GOODWILL ACCOUNT 




> Rs 



Rs 

To A s Cap tal Account 
„ B s Capital Account 


9C00 

6000 

By Balance c/d 

Rs i 

15 000 

To Balance b/d 

Rs 

1 

1 15O00 

1 15000 


( 

15000 


A wiU get JXl=i% B will get lXl=i\ C will get ^=,''5 
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Note: — From the above, it will be dear that A benefits to the extent 
of Rs 3,000 and B to the extent of Rs 2,000 whereas C’s Capital Account 
gets a debit of Rs 5,000 If C had brought in his l/3rd share of Good«ill, 
namely, Rs 5 000 in cash. Bank Account would have been debited and the 
Capital Accounts of A and B would have been credited with Rs 3,000 and 
Rs 2,000 respecti%ely, ne in proportions of 3 and 2 The only difference 
in this case is that instead of Bank Account being debited, it is C’s Capital 
that gets the debit as he failed to bnng in his proportionate amount of Good- 
will The ultimate position of the old proprietors is thus just the same as 
in a case where the new-comer brings his share of Goodwill m cash 

Q 227. When iLould it become necessary to revalue assets on 
admission of a new partner^ If a re-valuation of assets is agreed 
upon between the old vropnetors and the new-comer, how would 
such adjustments be made‘s 

A. It may be that durmg the continuance of the partnerslup busmess, 
usual percentages of depreaation may have been provided on the fixed assets 
before arming at the periodical net results, and the stock-in-trade and other 
floating assets may have been valued on some basis as mutually agreed upon 
by the partners, but fluctuations in value of Investments may have been 
Ignored or the provision in respect of Doubtful Debts or depreciation may 
not be adequate or that appreciabon in the value of assets like land and 
building may not have been brought mto record so far Now that an out 
Elder IS to be admitted mto partnership, it becomes necessary to see that all 
the Ann’s assets are brought m at their true values on the date of such admis- 
sion in order that neither the exislmg partners nor the new-comer may be 
put to any disadvantage For this purpose, the book values of the firm's 
assets would be serutmised by the old partners as also the incoming partner 
with a view to ascertain if any re-adjustment in values is necessary What- 
ever adjustments are then mutually detemuned upon as equitable are given 
effect to m the books of the old firm m order that the assets may be trans- 
ferred in the new firm’s books at their agreed values Any such depreciation 
or appreciation m the book values of assets is transferred to an account 
called Profit and Loss Adjustment Account This account would be debited 
and the account of the asset concerned would be credited when the book 
value of any asset has to be decreased, whereas in case of increase m value 
of any asset, such asset account would be debited and the Profit and Loss 
Adjustment Account would be credited. The Profit and Loss Adjustment 
Account wnll be closed by transfer to the Capital Accounts of the old part- 
ners m their profit-sharing proportions 

Q 228. What is the effect of the old proprietors guaranteeing 
the values of the assets and liabilities to the new-comer^ 

A. Sometimes, the assets and liabilities of the old firm may be re- 
quired by the new-comer to be guaranteed by the existmg partners, m order 
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Rs 


Rs 

Creditors 


62,000 

Cash at Bank 

1 5.000 

Capital Accounts— 

Rs. 


Land and Building . i 

25,000 

A 

35.*iCO 


Plant and Machiperv . 

/' 35,000 

B 

35 000 


Furniture and Futures 

1500 




. 70,000 

Stock . ' 

20500 




Debtors 

; 45/)00 


Rs 

U2J000 

Rs, j 

1 32,000 







Thej take C into partnership on 1st January 1967, the terms being 
that he shall pay Rs 5,000 as his share of the Goodwill, the amount to be 
retained in the business and that he shall bring in Rs. 15,000 as capital for 
a fourth share in the future profits For the purpose of C’s admission, the 
firm’s assets were agreed to be re-valued as under — Land and Building to 
be taken at Rs 30,000 Plant and Fixtur^ to be reduced by 10% and a 
provision of 5^/ on debtors is to be made for Doubtful Debts The-stock is 
to be taken at a value of Rs 25.000 The excess of Capita! Accounts of A 
and B over their due proportions of the sharing of profits m the new firm 
is to be traasferred to their respective Loan Accounts Set out the necessary 
Journal Entries, the Profit and Loss Adjustment Account, the opening 
Balance Sheet of the new firm and the Capital Accounts of the partners. 

A. JOXmNAL ENTRIES 


Pro5t sod Los$ Adjuitmenl Account . C 

To Plaet and Machinery 
„ Fufoiiofe and Fmtire* 

» Reserve for Doubtful Debts 
(Being the entry for writing down the values of assets 
as arrang'd ) 

Land and Bmldirgr Account . E 

Stock Account 

To Profit and Loss Ad/usiment Account 
(Being the amount of apprecution id values of the above 
assets adjusted.) 

Profit and Loss Adjustment Account .. .. E 

To A’s Capital Account 
_ Pfs Capita Acojuirt 

(Being the profit on adjustments transferred to partners* 
Capital Accounts in their profit-sbanog proportions ) 


I Bank Account •• .. I 

j To C*s Capital Account 

1 ^ Goodwill Account 

I (Being the amount of Capital and Goodml! draught 
m by C) 


j Goodwill Account .. ..I 

To A’s Capital Account 
I „ B’f Capital Account 

I (Being the allocation of Coodwtil amount between the 
j old partners) 


3,500 

150 

2.250 


! 15,000 
I 5,000 
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JOURNAL ENTRIES— contd. 


L.F. 

A's Capital Account . . . . Dr. 

To A’s Loan Account 

' (Being the amount of excess Capita! transferred to his 
' Loan Account as per agreement.) 


Rs. 

!.',!60 


Rs. 

!3,IC0 


B’s Capital Account . , , , Dr. 20,440 

To B'.s Loan Account ' 20,440 

(Being the amount of excess Oipital transferred to hts 
Loan Account as per agreement ) 


PROFIT AND LOSS ADJUSTMENT ACCOUNT 


To Plant and Machinery 

Furniture and Fixtures 
„ Rcscrs'c for Doubtful Debts 
„ Transfer of profit to Capital 
Accounts : — Rs. 

A 3/5lhs .. 2,160 

B 2/5ths .. 1,440 

Rs. 

3.500 

150 

2,250 

3,600 

^ By Lind and Building 
„ Stock 

- 

Rs. 

5,0G0 

4,500 





Rs. 

9,500 


Rs. 

9,500 

A's CAPITAL ACCOUNT 

1 

i 

To A's Loan Account— Transfer ..j 

^ Balance c/d. . 1 

1 

] 

Rs. 

13,160 

27,000 

By Balance b/fj. 

„ Profit and Loss Adjustment 
Account 

„ Goodwill— 3' 5ths share 

! Rs 
35.000 

2,160 

3.0C0 

Rs. 

1 

40,160 


Rs. 

40,160 


1 1 

By Balance b.’d. 


27.COO 

B's CAPITAL ACCOUNT 



To B’s Loan Account-Transfer 
„ Balance c/d. 

1 

Rs, 

20.440 

18,000 

By Balance b,'fd. 

„ Profit and Loss Adjustment 
.Account 

„ Goodwill— 2/5ths share 

Rs. 

35,000 

1.440 

2,000 

Rs. 

38,440 


Rs. 

38,440 



By Balance b/d. 


IS.COO 

C's CAPITAL ACCOUNT 

To Balance c.'d. 

Rs. 

15,000 

By Bank 


Rj. 

15.000 

Rs. 

, 15,000 


Rs. 

I5.0X! 



By Balance b/d. 

•• 

15.000 
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BALANCE SHEET OF A B AND C 




As at 1st Januart/ 1967 



Liabililict 1 

Rs 

1 

jlsseis 

i 

1 

Rs 

Sundry Creditors 

Loan Accounts — 

A 

B 

Rs . 
12,160 1 
20 440 . 

62000 

Cash at Bank 

Sundry Debtors 

Less Reserve for Doubtful 
Dc 

1 

Rs ] 
45 000 ' 

25,000 



* 




A 

B 

C 

27.000 1 

18.000 1 
15,000 

60000 

Stock 

Furniture and Fixtures 

Plant and Machinery 

LaiiJ ai.J Du IJiiiti 


25,000 

U50 

31,500 







Rs 

1,55 600 


Rs 1 

jl,55.600 






g— . 

Wole — The new profit sharing proportions in this case will be — 



X 

< ' 

B s X 

4 — 90* 

C i = /n 



Q/232, A and B sharing profits in proportions of three-fourths 
anS^ne-fourth showed the following as their Balance Sheet on 
31st December 1966 — 

Creditors “ — 

General Reserve — 

1 

Rs 

37,500 

4000| 

Bills Receivable **" 

Rs 

1 22,500 

1 3000 

Capital Accounts — 

Rj 

, 20000 - 

3 - 

Oihtnii 

Slock .... . . — —1 


B 


1 46000 

Land and Buildiogs - .1 

''25666 


Rs 

1 87 500 


Rs 1 

87,500 






- — ' 


They admit C into partnership on 1st January 1967 on the following 
terms — 

(1) That C pajs Rs 10,000 as his Capital for a fifth share m the future 
profits 

(2) That a Goodwill Account be raised in the books of the new firm 
at a value of Rs 20,000 

(3) That Stock and Fxtures be reduced by 10% and a 5% Reserve for 
Doubtful Debts be created on Debtors 

(4) That the value of Land and Buildings be appreciated by 20% 

(5) That the Capital Accounts of all the p artners be re-adjusted on th e 
basis of their p ro fit-sharing arrangements and an y^ additional amount be 
temporarily credite d to their Current Account s and be zmmediately^wth- 
drawn by them 
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Set out the JouiT.al Entries, the Profit and Loss Adjustment Account, 
the Capital Accounts of the partners, the Goodwill Account and the ot>oninc; 
Balance Sheet of the new firm. 


A. 


JOURNAL ENTRIES 


L.F. Rs. Rs. 


Good\MU .‘Account .. .. Dr. 

To A's Capiial .‘Account 
,. B’s Capital .‘Account 

(Being the GoodtMll raised in the firm’s books and its 
dtstribulion bctuccn the old partners.) 


Profit and Lo'S Adiustrncnt .‘Account .. .. Dr. 

To Stock 
„ Office Furniture 
,. Resets e for Doubtful Debts 
(Being the adjustment for ssriting doss-n the salucs of 
assets.) 


Land and Buildings Account .. Dr. 

To Profit and Loss Adjustment Account 
(Being the Adjustment of appreciation in saluc of Land 
and Buildings.) 


General Reserse Account .. .. Dr. 

' To Profit and Loss Adjustment /Account 
(Being the transfer of Reserve to Profit and Loss Adjust- 
ment Account.) 


' Profit and Loss Adjustment Account . . . . Dr. 

To A’s Capital Account 
„ B’s Capita! Account 

(Being the transfer of Profit arising from /Adjustments to 
Partner’s Capital /Accounts in their profit-sharing 
proportions.) 


' Bank .. ..Dr. 

To CTs Capiial /Account 

(Being the amount brought in by C as his Capital.) 


A's Capital Account .. Dr. 

To A’s Current .Account 

(Being the transfer of excess of Capital over his profit- 
sharing proportion to his Current /Account.) 


B’s Capita! /Account .. Dr. 

To B’s Current /Account 

(Being the transfer of excess of Capita! oscr his profit- 
sharing proportion to his Current Account.) 


/A’s Current .Account . . . . Dr. 

B's Current .-Account .. .... 

To B.tnk 

(Being the amount ssithdrassn by partners from, their 
Current /Account ) 


20,000 

13,000 

5.CC0 


2,"00 

2,000 

100 

f’OO 


5,«X) 

5,000 


4,000 

4,000 


6,100 



lO.CCO 

10,000 


19,575 

19.5-5 


124' 25 

12,525 


19,5' 5 
12425 

ro.ic*'* 
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PROFIT AND LOSS ADJUSTMENT ACCOUNT 


To Stock 

„ Office Furniture 
„ Reserve for Doubtful Debts 
„ Transfer of profit to Capital 
Accounts — Rs. 

A Sths 4^75 

B llh 1^25 

1 S8§ 

By Land and Buildings 
„ CcBcral Reserve 


Rs 

5.000 

4.000 



* 





Rs 

9.000 


Rs 

9.000 







A s CAPITAL ACCOUNT 

To A’s Current Account 
„ Balance c/d 


19.575 1 
30.000 

By Balance b/fd 
„ Goodwill Account — 

Jibs share 

K Profit and Loss Adjustment 
Account 


Rs, 

30.000 

15.000 

4,575 


Rs 

49.575 


Rs 

49,575 

30,000 




By Balance b/d 

' 

B's CAPITAL ACCOUNT 

To B's Current Account 
„ Balance cfd 


i 

12525: 
1 10,000 

i 

By Balance b/fd 
„ Goodwill Account — 

Jtb share 

„ Profit and Loss Adjustment 
Account 


1 Rs. 
16,000 

. 5.0C0 

1S2S 


Rs 

' 22.525 


Rs 

22,525 



1 

By Balance b/d 


10,000 

C s CAPITAL ACCOUNT * 






Rs 




By Bank 

j 

10,000 


GOODWILL ACCOUNT 



1 

Rs 

15^ 

5000 

By Balance c'd 



To Balance b/d 

Rs. { 

1 

20,000 

1 20,000 


Rs 

[ 20.000 

1 













oa> 


Liabilities 

Sur,c!r> Creditors 
Capital Accounts : — 



Rs. 

Assets 

R:. 

Rs. 


37400 

Cash at Bank 



Rs. 


E.!h Recehabfc 


r.frc 

30.C-C0 


Sundry Debtors 

. V(X:b 



Less Rcser.e for Doubtful 



lO.CCO 

fO.CCO 

Debts at 5 , 

F'O 

\ « *r(\ 


Stock 


I'.CfO 




Oir.ee Furniture 


Cft'. 



La.nd and Eui.'din^' 


'0,rc'' 



Gccdv-ilt 



R.S. 

S7400 


P«. 
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A 


JOtJRNAI^ ENTHIES 


Bank Account Dr 

To Goodwill Account 
I B s Capital Account 

' (BeiDS the Amount brought m by B in respect of 
Goodwill for additional share m prohts aod further 
I capital in proportion to the new profit shanng 
j arrangement) 


LF 


Rs 

15 000 


Rs 


9000 

6000 


Goodwill Account Dr 

To A s Capital Account 

(Being the transfer of Goodwill to A s Capital Account 
as a premium for hts loss of 3/20lhs share in the 
future proStAas per the arrangemeot ) 


A s Capitii Account Dr 

To Bank 

(Being the withdrawal of his Capital in excess of his 
profit sharing proportion ) 


9 000 


9 0C0 


ism 


15000 


-A s CAPITAL ACCOUNT 


To Bank 
„ Balance c/d 

Rs 

1 15000 
' 24 0C0 

By Balance b/fd 
w Goc^wiU Account 


Rs 

1 30 000 
; 9000 


Rs j 39 000 


Ri 

: 39000 



By Balance b/d 

1 

24 COO 


Bs CAPITAL ACCOUNT 


To Balance c/d 

! 

Rs 

16000 

By Balance b/fd 

Bank 


1 

! 10 000 

1 6000 


Rs j 

1 \o.ooo 

1 

By Balance b/d 

Rs 

i 

16 000 

1600^ 


Notes — The value of Goodwill will be ascertained as under — 



Rs 

Profits for 1964 

25,000 

, „ 1965 

30,000 

, „ 1966 

35 000, 


3) 90 000 


30 000X2=60,000 

The additional share of B is ascertained as under — 

’ ~ r = jV X 60 000 = Rs 9,000 to be brought in by B for Goodwill 
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The adjustment of B’s Capital: — 
jth share; jths share : ; Rs. 10,000 Capital = Rs. 16,000 Capital. 

B has to bring Rs. 6,000 as additional Capital. 

Q. 234. How is the share of a retiring or deceased partner 
ascertained'? 

A. On the retirement or death of a partner, his share of Goodwill 
will have to be valued in accordance with the terms of the partnership deed, 
and in the absence of such a provision in the agreement, the partners will 
have to come to a mutual understanding as to the amount to be credited to 
the outgoing partner in respect of his share of Good\nll. Tiie retiring 
partner will then be paid out his Capital, the share of Goodwill he is entitled 
to and the share of profits due to him that maj' have accrued since the last 
Balance Sheet to the date of his retirement. In case of a deceased partner, 
the amount ascertained as due and payable to his estate, will be handed over 
to his legal representatives. For the purpose of ascertaining the fair amount 
due to the outgoing partner in respect of his share of the finn’s assets, it 
sometimes becomes necessary to adjust the book values of the assets in order 
to bring them on a line with their then true values. The neccssarj'' adjust- 
ments, if any, thus agreed upon between the partners, will lie made through 
the Profit and Loss Adjustment Account as already c.Nplained and the result 
of such adjustments as shown by this account will be credited or debited 
to all the Partners’ Capital Accounts in their respective profit-sharing 
proportions. 

Q. 235. Discuss the desirability of having a clause in the Part- 
nership Deed for the purpose of ascertaining a deceased partners 
share. 

A. In order to avoid disputes and the consequent litigation which arc 
so commonly experienced between the surviving partners and the represen- 
tatives of the deceased partner, it is highly desirable that the Partnership 
Deed must be most carefully drafted and must include clauses clearly 
defining the manner in which the amount due to a deceased partner’s e.statc 
is to bo ascertained and how the accounts of the partners inter sc arc to bo 
adjusted under such a circumstances. Such an agreement must indicate the 
procedure to be adopted in regard to the following matters : — 

1. The basis of arriving at the deceased partner’s sh.ire of profits from 
the date of the last Balance Sheet to the date of his death. 

2. Whether the Capital of the deceased partner is to bo taken at the 
balance standing on his Capital Account at the date of death, or whoth.er 
the a.ssots of the firm arc to be revalued for the purixjsc of adjusting the 
deceased partner’s Capital. 
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3 The basis of ascertaining the value of goodwill m order that the 
Capital Account of the deceased partner may be credited vath his propor- 
tionate share thereof 

4 The mode of pajment of the deceased partner’s share 

Where any such procedure is laid down in the partnership agreement, 
the same wU have to be rigidly followed in ascertaining the ultimate amount 
payable by the surviving partners to the legal representatives of the deceased 
partner 

In order not to cripple the financial resources of the firm, an arrange- 
ment IS sometimes made wth the retiring partner or the representatives of 
the deceased partner, whereby the amount ascertamed as due and payable 
IS agreed to be spread over a number of years, interest at an agreed rate being 
paid on the balance outstanding from year to year In such a case, the 
ultimate balance as adjusted on the Capital Accoimt of the returmg or deceased 
partner should be transferred to a separate Loan Account in the name of 
the retiring partner or the representatives of the deceased partner, as the case 
may be The Capital Account of the retiring or the deceased partner will 
thus be closed 


Q. 236 C, D and E were partners, sharing profits tn the pro- 
portions of one-hali, one-third and one-sixth respectively The 
Balance Sheet of the firm on 31s( December 1966 teas as follows — 



j Rs 1 


Rs 

1 


19000 1 

Cash at Bank; 


2JOO 


5.000 1 

Debtors 

16,000 



12,000 1 

Lfts Reserve 

500 






ISJCO 

c 

40000 

Stock 



D 

30000 

Motor Vans 


8;000 

E 

25,000 

Plant and Machmerv 


35 000 


95.000 

Factory Building 


45,00? 


Rs ,Uip0O j 


Rs 

1,31,000 


D retires on that date subject to the following adjustments — 

(1) The Goodmll of the firm to be* valued at Rs 18,000, ' 

(2) Plant to be depreciated by 10% and Motor Vans by 15%, 

(3) Stock to be appreciated by 20% and Building by 10%, and 

(4) The Reserve for Doubtful Debts to be increased by Rs 1,950 

Pass the Journal Entries, give the Capital Accoimt of D, the Profit and 
Loss Adjustment Account, the Goodwill Account and prepare the Balance 
Sheet of the continuing partners, as at 1st January 






QUESTIONS AND AN51VT3B IS £O0£ tEEPINC i ACCOUNTING 


212 


D’s CAPITAL ACCOVST 


19^ 

Dfc. 31 To Bslaace lrao'5-rrej to 
D 5 Loaa Aceo’jnt 

Rs. 

40^ 

1966 

Dsc.3] 

By Balance b/fct 
* Rescoe Fund Account .. 
„ Account 

« Prefit and Loss Adjusl- 
ment Account 

I 

1 Rs. 

' 30.000 

1 4JOOO 

1 6.000 

1 950 

Rv 

40,950 


Rs. 1 

40,950 


- — 



: — ■ 


GOODWILL ACXX)UNT 


1566 Rs. 

Dec. 31 To D’s Capital Ancounl . 6,000 

1966 
Dec. 31 

By CTs Capital Account— 
transfer 

, E*s Capital Account — 
transfer 

Rs. 

4,500 

1^00 

Rs. 6.000 


Rs. 1 

6,000 




■ - IT 


BAIJU^CE SHEET OF C A^'D E 
As at 3Ut DecerrhfT 1556 


LuiCtiti 


1 Rs. 

Assets 

Ri. ■ 

Rs. 

Susdrv Creditors 

BUIS Pa\'able 

RKsna Fuad 

D s Lean Account 


19,CIC0 

5.000 

8.000 
40,950 

Cash at Bsslc 

Sundry Debtors > • 

Less ResaNV for Doubtful 
Debts .. 

16.000*1 

2.450] 

1 3,500 

' C 

B 

3^25 

23,975 


Slod 

Motor Vans 

-1 

•i 

3o;ooo 

6,500 




Faclory BiiSdic^s 


49J300 


Rs. 



Rs. I 

U3,J50 


Xoles; — (a) As the Beserve Fund r^resents divjsible profits held over, 
it IS necessary to see that the cutgomg partner's Capital Account is credited 


vnth bis proportionate share thereof, althou^ the prohlem may be absolutely 
silent thereon. 

(b) In this case, the Goodwill Account need be debited only mtb the 
amoimt necessary’ to credit the fiutgoing partner with. The object here is 
to see that the outgoing partner gets his legitimate share of Goodwill, and 
once this is done, flie debit balance on Goodwill Accoimt should no more be 
alloTved to stand in the books, as it represents only a fractional value of Good- 
wtU, but should be transferred to the Capital Accounts of the continuing 
partners in then: new profit-sharing proportions- 
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Q. 237. X, y and Z are in partnership sharing profits in pro- 
portions of Z/lths, 3/lths and l/lih respectively. On 31st December 
1966. Y retires and the Balance Sheet of the firm on that date tens os 
follows: — 

BALANCE SHEET OF X, Y AND Z 
As at 31st December 19CG 
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(a) JOURNAL ENTRIES 


t 

L Fr 

Rs 

' ^ 

Goodwill Account 

Dr 

8^04 


To X s Current Account 



1 3416 

„-Y s Current Account 



1 3 516 

Z s Current Account 



1 172 

(Being 4he appreciation m the vahie of Goodwill 




credited to Partners Current Accounts) 




Y s Current Account 

Dr 

7016 


To Y s Capital Account 



7,016 

(Beiog tbe transfer of balance on Oirrent Account to 




1 Capital Account ) 




1 y s Current AcSount 

Dr 

19 016 


! To Y 5 Loan Account 



19 016 

! (Being tbe transfer of Capital to Loan Account) 
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(b) BALANCE SHEET OF X ANTD 2 

As at 31st December 1PG5 
(Vi'hfro the Goodwill Account is left unadjusted) 


Uebilities 


Rs. 

Assets 

Rs. 

Sundry Creditors 


6.CC0 

Cash .at Bank 

. ‘ 2.0C0 

Y's Loan Account 


19,016 

Bills Receivable 

. ' 4.CC0 

Current Accounts : — 

Rs. 


Sundry Debtors 

..1 20.CCO 

X 

363 


Stock 

. . 14,000 

V 

.. 1,121 


Fixtures 

.. 1.500 

Capital Accounts : — 

X 

Z 

.. lO.OCO 
.. 10,000 

1,4S4 

Goodwill 

.. 5,000 

i 


Rs. 

20,000 

46,f00 


Rs. 46400 


(c) BALANCE SHEET OF X AND Z 

As at 31st December 1D6G 

(Where the Goodwill Account is wiped oil from the books) 


Liabilities 


Rs. 

Assets 

1 

Rs. 

Sundry Creditors 

Y’s Loan Account 


6,000 

Cash at Bank 


2.000 


19,016 

Bills Receivable 


4.000 

Capital Accounts;— 

Rs. 

Sundry Debtors 


20.000 

X 

.. 10,000 


Stock 


14,000 

z 

.. 10,000 

20.000 

Fixtures 

Current Accounts : — 

X 

Z 

Rs." 

, . 34S7 

129 

1400 

3,516 


Rs. 

45,016 


Rs. 

45,016 


Notes; — (1) In this case, as the Goodwill Account already appears in 
the firm’s books at Rs, 5,000 and the value of Goodwill is ascertained to be 
Rs. 13,204 at the time of retirement of one of the partners in terms of the 
partnership deed, an adjusting entry has become necessary only in respect of 
the additional amount of Rs. 8,204. 

(2) As it is apparent on the face of the Balance Sheet that the capitals 
are fixed quantities, the necessary adjustments have been made on the cur- 
rent accounts of the partners. 


Q. 2oS. A. B and C are partners sharing profits 2/5f?is, 2/5ths 
and l/5th respectively and their Balance Sheet on 31st December 
1963 shoivcd as jolloics: — 
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Q. 23D. Following up the above illustration, assuming that it 
was agreed between the surviving partners and the Executors of the 
deceased that the amount due to the latter be paid to them within 
3 years by six monthly instalments of Rs. 5,500 each, interest at C/i 
being calculated on the balance owing with half-yearly rests, the 
accoitnts of the Executors will appear as ^lnder: — 


THE EXECUTORS OF C (Dccca-c-d) LOAN ACCOUNT 


i 

1965 i 

I'cb. 28 . To Bank 
„ „ ! „ Balance c/d. 


1 Rs. P. 

,■ 5,500.00 

J 25,091.00 

i 

1964 
Scpl. 1 

1965 
Feb. 28 

1 

! 

t By Balance 

i 

i „ Interest 


Rs. P. 

, 20,76000 

891.00 


Rs. 

30,591.00 


I 

1 

Rs. 

30.591.00 

1965 , 

Aug. 31 ! To Bank 
„ „ „ Balance c/d. 


5,50000 

20,343.73 

1965 
Mar. 1 
Aug. 31 

t 

1 By Balance b/d. 
j „ Interest 


. 25, 0? 1.0.0 
752.73 

'^ngr>r> 

Feb. 28 To Bank 
„ „ „ Balance c/d. 

R!!. 

25,843.73 


i 

Rs. 

25,843.73 

•• 

; 5,500.CO 
,, 15,454,04 

1965 
Scpl. 1 

1966 
Feb. 28 

I 

' Bv Balance b,'d. 

1 

1 

' „ Interest 

•• 

20,343.73 

' 610.31 


Rs. 

! 20,954.04 

1 


1 

1 

Rs. 

' 20,954 W 

1966 ‘ 

Aug. 31 To Bank 
„ „ „ Baliincc c/d. 

•• 

, 5,500,00 
( 10,417.66 

1966 i 

.Mar. 1 ( By Balance b.d. 
Aug. 31 „ Interest 

; 

1545404 
463 62 

1 

Rs. 

1 15.917.66 



Rs. 

15,917.66 

1967 

Feb. 28 To Bank 
„ „ 1 „ Balance c/d. 


! 5,500.00 

1 5,230.21 

1966 ' 

Sept. 1 [ By B.tlancc b d. 

1967 i 

Feb. 2.8 i „ Interest 


10,417.66 

312.55 

t 

i 

Rs. 

1 10,730.21 



Rs. 

10,730 21 

1967 ! 

Aug. 31 , To Bank 

i 

•• 

5,3Ji7.U 

1 

1967 : 
Mar. 1| 
Aug. 3 1 j 

By Balance b.'d. 

„ Interest 

-• 

5 230.21 
156 90 

j 

Rs. 

i 5,387.11 



Rs. 

' 5,387.11 


Q. 2-10. E, F and G are in partnership sharing profits equally. 
E dies on 31sf March 1967, and (he partnership deed provided inter 
alia that: — 

(1) 'flic slinrc of the deceased pnrtncr'i: Capita! AcccAint .'.iinii b-,* (-•i'e-o 
nl the b'alnnce on hi.s Capital Account as at the date of the last financial chcf*. 
less the withdrawals, if any, made to the date at death. 

(2) That his share of profit to the dale of death be c.'dcnlr-.lcd o;t tiic 
basis of the average of the three preceding year.';. 
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(3) That the Goodwill of the firm shall be taken at one year’s purchase 
of the average profits of the preceding five years 

(4) That the Firm’s Freehold Property shall he taken at an independent 
valuation. 

The firm’s Balance Sheet was as under : — 


BALANCE SHEET OF E. F AND G 
As at 31st December 1966 


Creditors 

Capital Accounts — 

E 

F 

G 

.. 30000 
.. 20,000 
20,000 

Rs 

18,900 

Cash at Office 

R at Bank 

Debtors 

Stock 

Freehold Property 

Rs 

500 

4,500 

10,000 

15B00 

40,000 





16,900 




Sr 

SS^OO 


Freehold Property was valued at Rs 58,000 

The profits for the five years ended 33st December 1966 were — 



Rs 

1962 

11,500 

1963 

14,000 

1964 

9,000 

1965 « 

8,000 

1966 

10,000 


Pass the Journal Entries and show E’s Capital Account and the Balance 
Sheet of the surviving partners Show also how the Balance Sheet will appear 
if the Goodwill Accoimt is wiped off from the books of the firm. 

A. The value of Goodwill is ascertained as under: — 


1962 


11,500 

1963 


14,000 

1964 


9,000 

1965 


8,000 

1966 


10,000 

5 ) 52,500 

10,500 


Goodwill had depreciated in value by Rs 8,400. 




RrrfRJMi.NT OR or a w’.i'stR «1|L> 

E’s Share of Profit : — 

Profits for 1961 .. .. 9,000 

1955 .. .. .. .. 8,000 

» 1955 .. .. .. .. 10,000 


3 ) 27.000 


Average profit of one year r- 9,000 


Profit for 3 months 
l/3rd share thereof 


^ 2,250 
== 750 

JOURNAL ENTRIES 




J 

Profit and Loss Appropriation Account 

To E’s Capital Account 

(Being the adjustment of profits due to E as per the 
agreement.) 

Dr. 

L.F. Rs 
750 

Rs. 

750 

1 

E's Capital Account 

E’s „ 

G’s „ 

To Goodwill 

(Being the adjustment of depreciation in Goodwill.) 

Dr. 

ft 

' 2,800 
2.800 
i 2,800 

t 

1 

8,d00 


Freehold Property Account 

To E’s Capital Account 
„ f;s 

.. G s ,, 

(Being the amount of appreciation in salue of Freehold 
Property credited to all the partners’ Capital 

1 Accounts.) 

Dr. 

18,000 

' ! 

. i 

1 

6,000 
, 6.000 

' 6,000 

E's Capital Account 

To the Excc\ilors of E (deceased) 

1 (Being the transfer of Capital to the latter Account.) 

1 

Dr. 

’ 33,930 

1 

] 

33.950 

f 


E’a CAPITAL ACCOUNT 


1967 


Rs. 

1966 


Rs. 

Mar. 31 

To Goodw ill .Account 

2,800 

Dee, 31 

' By Balance b/fd. 

30,000 



! 

1967 

1 


II 

„ Balance transferred to 


Mar.31 

1 „ Profit and Loss Appro- 



the cseailors of E 



j priation Account 

750 


(deceased) 

33,950 


! „ Freehold Property 

6,C00 


Rs. 

' 36,750 


, Rs. 

\ 

36,750 


THE EXECUTORS OF E (D.'cea-cd) LOAN ACCOUNT 


1967 Rs. 

Mar.31 R\ Batncc tr.-'nUerrcJ 
from EN Capita! 

Account .. 33,910 


R*.. 3^9:0 
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BALANCE SHEET OF F AND G ' 

As at 31st AfarcA 1967 


(Where the Goodwill Account is maintained aj its present value) 


Liab / / fs 


Rs 

Asset 







Rs 

1 Rs 

Sundry Cred tors 


18900 

Cash at Office 

*00 


Loan Account of the Executors of 


„ at Sank 

4400 j 


"E (deceased) 





: 5000 

Cap tal Accounts — 

Rs 


Sundry Debtors 


! 10000 

F 

23 200 


Stock 


15000 

G 

23 200 


Freehold Properly 


1 58000 



46400 



10 500 




Profit and Loss 

Appropnat on 





Account — 


1 750 




Share of the deceased partner 



Rs 

99;i50 


Rs 1 

99250 








BALANCE SHEET OF F AND G 
As at 3lst March 1967 


(Where Goodwill Account ts w ped off from the firm s books) 


Lab! t es 

Rs 

Assets 

Rs 1 

Rs 

Sundry Cred tors 

Loan Account of the Executors ofE 

18900 

Cash at Office 500 i 

^ at Bank 4400 | 


(deceased) 

33450 


5000 

Cap tal Accounu — Rs. 

Sundry Debtors 

10000 

F 17450 


Stock 

15000 

G 17450 


Freehold Property 

58000 


35400 

Profit and Loss Appropt at on 
Account — 

Share of the deceased partner 

^ 750 

Rs 

1 85750 

Rs 

88750 


Jiotes — (a) As the item Goodwill already appears m the firms Balance 
Sheet at Rs 18 900 it seems that the firm must have paid for Goodwill on 
acquiring a running husmess Now on ascertainment of the value of Good 
wvU oa ibe death of ozie of the partners as iard don’p m the pswiaership deed 
it IS found to be worth Rs. 10500 only Hiis appreciation of Rs 8 400 m the 
value of Goodwill is therefore adjusted on the Capital Accounts of the part 
ners equally as they are equal sharers m the profits 

(b) If the surviving partners decide to eliminate Goodwill Accoimt from 
their books the entry necessary to give effect to this will be to debit the 
Capital Account of each surviving partner m his new profit sharmg proportion 
and credit the Goodwill Accoimt 

Q 241 X and Y amalgamate their business on 1st January 
1967 their Balance Sheet being as follows — 
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BALANCE SHEET OF X 


Creditors 

Loan from Mrs. X 

Capital 

Rs. 

Rs. 

25.000 
7,500 

35.000 

Cash at B.ank 

Debtors 

Stock 

Furniture and Fixtures 
Plant 

Rs. 

Rs. 

2JOO 

20,0(K) 

15,000 

2,0(0 

2S.COO 

67,500 

67,500 


BALANCE SHEET OF Y 





Rs. 


Rs. 

Rs. 

Creditors 


40,0C0 

Stock 


25.000 

Capital 

^ , 

23,000 

Debtors 

.. 25,000 





Less Reserx c 

.. l,C0O 




t 

1 



24,000 



j 

Bills Receivable 


2,000 



1 

I 

Plant 

•• 

12,000 


Rs. 

63, COO 


Rs. 

63. COO 


The following ndjustmonts were ngreed upon: — 

(a) The Goodwill of X and Y was agreed at Rs. 7,500 and Rs. 5,000 
respectively; (Ij) The plant of X was to be depreciated by and that of ^ 
Y was to bo taken at- book value; (c) 5"i Reserve for Doubtful Debts was to 
bo created on Debtors of botii the parlies; (d) X’s stock was to bo appre- 
ciated by 15''(' and Y’s to bo depreciated by 5 '^! ; (c) X’s Fixtures were taken 
over at Rs, 3,000 and the creditors of each were Ijrought in less 5'! Reserve 
for Discounts; (f) The private liability of X and the Bills Receivable of Y 
were not brought in; (g) Y is to be credited with Rs. 2,300 for Patent Riglits 
which he possesses and which are to bo deemed as pnrtnersliip property; (h) 

X brought in his Bank balance and Y was to bring in tlic necessary amount 
in cash in order to equal his Capital to that of X. 

Pass Journal Entries recording the Assets and Liabilities brought in and 
prepare the opening Balance Sheet of the amalgamated firm. 

A. JOURNAL EIsTRIES 


! i..r 

I Bank Account •• •• Dr. 

> Sundry Debtors’ Account .. * 

' Stock • • . . 

Furniture and Fixtures .Account .. .... 

* Plant •• .... 

Rcscrx'c for Discount on Creditors ,, „ 

Goodwill f. 

To Sundry Creditors 
„ Resets c for Doubtful Debts 
„ X’s Otpital .Account 

(Being the values of Assets and Li.ibilitics brought in by 

X as per agreement.) 


Rs. 

;,5C0 

20,000 

17,250 

2.300 

25,2C-0 

1.250 

7.5CO 


25.0010 

I 'coo 

5or<)0 


/ 
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22 f. 


A. In settling accounfs bsttv^n the partners after a dissolution of part- 
nership, the following rules shall, subject to any agreement, be observed : — 

(a) Losses inclu'dihg losses and deficiencies of capital shall be paid first 
out of profits, next out of capital, and lastly, if necessary, by the partners 
individuallj- in the proportion in which they are entitled to share profits. 

(b) The assets of the firm including the sums, if any, contributed by 
the partners to make up losses or deficiencies of capital shall be applied in 
the following manner and order: — 

(1) In paying the debts and liabilities of the fiiTn to persons who are 
not partners therein. 

(2) In paying to each partner rateably what is due from the firm to him 
for advances as distinguished from capital. 

(3) In paying to each partner rateably what is due from the firm to him 
in respect of Capital. 

(4) Tire ultimate residue, if any, shall be divided among the partners in 
the proportion in wliich profits are divisible. 


Q. 244. Give the necessary entries for final adjustment of 
accounts on dissolution. 


A. Tltt? foHoT^jrw 
assets and^l^pX^J&tmen 
of the busiffess : — 


arc necessary to record the realisation of the 
accounts, between the partners on a dissolution 


(1) Open a Realisation Account and transfer thereto all the assets at 
book values (with the exception of Cash and Bank Accounts), thus clo.cing 
all asset accounts. The entry will be to debit the Realisation Account and 
credit each asset account. 

(2) Transfer all the Liabilities (other than Loan from a partner) to 
the Realisation Account, at book values, by debiting each Liability Account 
and crediting the Realisation Account. The cflect of this entrj- will be to 
close all the separate liability accounts and bring these on the credit of 
Realisation Account. 

(3) On the assets being sold, debit Bank Account and credit the Reali- 
sation Account with the sale proceeds. 

(4) When any partner takes over any assets at an agreed value, debit 
such partner's Capital Account and credit the Realisation Account with the 
sale price. 

. (5) Debit Realisation Account and credit Bank Account with the 
amounts paid out in respect of Liabilities. 

(G) Debit Rcalistition Account and credit Bank Account wath any 
G.xpen.^es incurred in connection with the dissolution. 

(7) The balance on the Realisation Account will now indicate the profit 
or loss on realisation. 
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(8) Transfer such profit or loss to the partners’ Capital Accounts in the 
proportion in which they share profits or losses 

(9) If there is a Loan by a partner, the same will be paid out and the 
entry will be to debit the Partner’s Loan Account and credit Bank 

(10) If any partner’s Capital Account shows a debit balance, the partner 
concerned must bring in cash to make good the deficiency, the entry being 
to debit Bank Account and credit such partner's Capital Account 

(11) The balance at Bank will now exactly equal the total balances 
on the Capital Accounts of the partners Each partner will he paid what 
is ultimately owing to him by the firm as shown hy his respective Capital 
Account The entry will be to debit each partner’s Capital Account and to 
credit the Bank Account 

Notes — (a) If there are balances on Partners’ Current Accounts (debit 
or credit), the same will have to be transferred to their respective Capital 
Accounts, prior to the final distribution of cash amongst the partners 

(b) If there is any cash balance at the date of dissolution, the same 
should be transferred o\er to the Bank Account and the amount should be 
paid into the Bank The Bank Account should not be closed by transfer to 
the Realisation Account, as it will have to be operated upon till the final dis- 
tribution of cash amongst the partners 

Q 245 Explain how the Goodwill oj a firm is dealt with upon 
a dissolution of partnership 

A. Upon a dissolution of partnership, the Goodwill of the firm will 
have to be realised along with the other assets for the common benefit of all 
the partners If the business is taken over by one of the partners who 
intends to carry it on in the same old name, the value of Goodwill will have 
to be determined in accordance with the basis, if any, as laid down in the 
partnership agreement, and where no agreement exists, by mutual understand- 
ing amongst the partners The amount as then agreed upon as representing 
the Goodwill value, will have to be debited to Goodwill Account and credited 
to the Caoital Accounts of all the partners in the same proportions as they 
share profits The Capital Account of the partner whu takes over the busi- 
ness, will have to be debited with the fiill value of Goodwill and Realisation 
Account would be credited 

Where the entire business is taken over by a Limited Company, the 
valu^ of Goodwill, if any, would be mcluded in the amount of purchase- 
consideration agreed upon, and the Purchasing Company would be debited 
ivith the total amount it has agreed to pay (inclusive of Goodwill) and the 
Reahsation Account would be credited 

Q. 246. P and Q agree to dissolve partnership on 31st Decem- 
ber 1966 on which date their Balance Sheet was as follows — 



DISSOLCnON OF rARTNr.RSIlTP 


BALrVNCE SHEET 


Liabilitks 


Rs. 

Assets 

• Rs. 

Sundry Creditors 

P's Loan Account 

Capital Accounts : — 

P 

Q 

Rs. 

20,000 

10.000 

6,000 

8,000 

30,000 

Cash 

Sundry Debtors ^ 

Stock 

Plant and Firturcs 

Goodwill 

..! 1,000 
..‘ 5,000 

..' 20,000 
..| 14,000' 
4.000 




( 


Rs. 

44.000 


Rs. j 44,000 


Tho partners share profits and losses in proportion to their capitals. 

The Sundry- Debtors realised Rs. 4,200, Stock Rs. 18,000, Plant and 
Fbctures 20^r less than the book value and the Goodwill Rs. 6,000. Tiie 
Creditors were paid of! at a discount of 5'o and the costs of dissolution 
amounted to Rs. 600. 

Pass tlie necessaiw Journal Entries to show the process of realisation 
and open the dissolution accounts showing the final disposal of cash balance. 


A. JOURNAL ENTRIES 


1 

1966 

Dec. 31 , 

1 

Realisation .Account . . . . . . . . Dr. 

To Sundry Debtors 
„ Stock 

„ Plant and Fixtures 
„ Goodwill 

(Being the transfer of the above assets to Realisation 
Account at book %-alues.) 

L.F. Rs. 
43,000 

! 

1 

i 

Rs. 

5.C00 

20,000 

14.0(X) 

4,0C0 

' Sundry Creditors .. ,. ., .. Dr. 

To Realisation Account 

(Being the transfer of Sundry Creditors to Realisation 

1 Account.) 

6,000 

j 

6,000 

f Bank Account .. .. .. .. Dr. 

■ To Realisation Account 

(Being the amount realised on sale of assets as 
under : — Rs. 

t Sundrs’ Debtors . . . . . . 4,200 

Stock' .. ,. 18,000 

Plant and Fixtures .. .. 11.200 

Goodwill .. .. 6,000 

39,400 I 

I 

( 

i 

39,400 

’ 39,400.) 



, Realisation Account .. .. .. ., Dr. 

To Bank 

(Realisation expenses paid.) 

600 

600 

1 

Realisation Account .. .. .. .. Dr. 

To Bank 

(Being the pawent of sundrv liabilities at a di.scount 
of 5%.) 

5,700 ' 

S.TCO 

! 

P's Capital Account .. .. .. Dr. 

Qs.. .. .. .. •• .... 

To Realisation Account 

! (Being the transfer of loss on realisation to Partners' 
i Capita! .Accounts in their profit-sharing proportions.) 

2.600 

1. 30-3 

3,900 


Q V-I5 
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JOURNAL ENTRIES— contd 




LF 

Rs 1 

Rs 


P s Loan Account Dr | 

To Bank 

(Being the payment of Loan g ven by P to the firm ) 1 


8 000 I 

8 000 


P s Capiul Account Dr 

Qs . 1 

To Bank 

(Being the withdrawal by the partners of the balance i 

standing to their Capital Accounts ) 1 

1 

17 400 

8 700 

26 lOO 


BANK ACCOUNT 


1966 


i 

1966 


Rs 

Dec 21 

To Balance 

Realisat on Account — 

1 Sundry assets realised 

1 

i 1000 

39400 

Dec 31 

« j 

By Realisation Account- 
Cost of realisation 
Realisation Account- 
Payment of liabilities 
„ P s Loan Account 

P s Capital Account ! 

r. Qs 

600 

5 700 
8000 
17 400 

8 700 


Rs 

40400 

! 

Rs 1 

40400 


REALISATION ACCOUNT 



Rs 

1966 


Rs 

To Sundry Assets— 


Dec 31 

By Sundry Liabil ties— 


Transfer 

43000 


Transfer 

6000 

Bank- 



Bank — 


Cost of real sat on 

600 


Assets realised 

39 400 

„ Bank — 



K Capital Accounts — 


Liabilities paid 

5 700 


(Loss transferred) 





P 2/3rds 2 600 





Q l/3rd 1 300 





— 

3^ 

Rs 

49 300 


RS 

49 300 


Ps LOAN ACCOUNT 
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P's CAPITAL ACCOUNT 


1966 j 


Rs. 

1 { 

i 1966 i 

1 



Rs. 

Dec. 31 

To Realisation Account — 

^ 2/3rds share of loss 

: „ Bank 

2,600 

17,400 

Dec. 31 By Balance 

' t 



20, coo 


Rs. 

20,000 

1 


Rs. 

20,000 

Q's C.APITAL ACCOUNT 

1966 

i 

Rs. 

1966 

\ 


Rs. 

Dec. 31 

J To Realisation Account— 

* l/3rd share of loss 

1 „ Bank 

] 

1,300 

8,700 

Dec, 31 By Balance 



10,000 


! Rs. 

1 

103300 



Rs. 

10,000 






— 

~ ~ 


'V 

Q. 247. On 30th Jtine 1967, X and Y who have been trading 
in partnership and sharing profits in 2f3rds and l/3rd decide to dis- 
solve and trade separately. Their Balance Sheet on that date showed 
as folloics: — 


BALANCE SHEET 


Liabilities 

Rs. 

Assets 

Rs. ; 

1 

1 

i Rs. 

j 

Creditors 

.. 13,000 

Cash at Ban.k 

■ ..! 

I 2,000 

Rcseivc Account 

Current Accounts : — 

X 

Y 

3,000 

Rs. 

1.500 ! 

1.500 

Sundry Debtors 

Less Resers c 

Investments 

12,500 

500 

12,000 
‘ 5,000 

Capiial .Accounts ; — 

X 

Y 

3,000 

20,000 ; 

10,000 

' 30,000 

Rs. 49,000 

.Stock 

Furniture and Fi.xturcs 

Rs. 

29.000 
1,000 

49.000 

=3 


X agrees to discharge the liabilities and takes over the Bank balance. 
He also tak.es over the Book Debts at Rs. 10,000. Y t.a.kos over the Stock 
at Rs. 30,000, Fixtures at Rs. 900 and the Investments at Rs. 8,500. Y Ls 
allowed to carry on the trade in the old Firm’s name on his taldng over tiie 
Goodwill at Rs. 9,000. Pass the necessarv* Journal Entries, show Realisation 
Account and tlie Capital Accounts and prepare Balance Sheet showing the 
final jxj.sition of the partners. 
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JOtJRNAL ENTRIES 


Reserve Fund I 

ToXs Current Account 
n Y’s „ 

(Being the transfer of Reserve to Partners Current 
Accounts.) 

Rcalisatjon Account I 

To Cash at Bank 
„ Sundry Debtors 
„ Investments 
„ Stock 

„ Furniture and Futures 

(Being the transfer of above assets to Realisation 
Account) 

Sundry Creditors I 

Reserve for Doubtful Debts 
To Realisation Account 

(Being the transfer of liabilities to ftealisation Account.) 

X’s Current Account E 

To Realisation Account 

(Being the value of assets taken over by X as 
under — Rs 

Cash at Bank 2.000 

Sundry Debtors 10 000 


Realisation Account D 

To X s Current Account 

(Being the Lability u respect of Sundry Creditors 
taken over by X) 

Y s Current Account , D 

To Realisation Account 

(Being the value of Goodwill and other assets taken over 
by Y as under — Rs. , 

Stock 30 000^ 

Fixtures 900 

Investments 8.500 ^ 

Goodwill 9000 


Realisation Account I 

To X s Current Account 
.. Ys , „ 

(Being the transfer of profits on realisation to 
Partners Current Account.) 

X 8 Current Account E 

To X 8 Capital Account 

(Being the transfer of Current Account balance to 
Capital Account) 

Y’s Cap tal Account E 

To Y s Current Account 

(B ing the transfer of debit balance on Current Account 
to Cap tal Account) 
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BALANCE SHEET 

Showing the final position oi X and Y 


Liabtlliies 

Rs 

Assets 

Rs 

X s Capital Account 

32 too 

Y s Capital Account 

32,100 

Rs 

32100 

Rs. 

32,100 


Note — As the Capitals are fixed in this case, all the adjustments m 
regard to dissolution are made on the Current Accounts of the oartners and 
the ultimate balances on these accoimts are then transferred to the respec 
live Capital Accounts 


Q 248 Sloto and Sure have been tn business together for the 
three years ending with 31st December 1966, at which date they 
agree to dissolve The Capital at the commencement was, Slow 
Rs 20,000 and Sure Rs 15 000 Slow takes over the business and 
agrees to pay Sure Rs 5 000 for hts share of Goodwill Slow and 
Sure both have drawn Rs 3,000 and Rs 4 000 per annum each of 
the three years The promts were Rs 10,500, Rs 12,000 and Rs 15,000 
respectively 

Give Journal Entries, Capital Accounts and Realisation Account 
assuming that the outgoing partner has been paid out 




1 

LF 

Rs 

Rs 


Realisation Account 

To Sundry Assets 

(Being the transfer of Assets to Realisation Account 
at book values) 

Dr 

j 

51 500 ' 

51,500 


Slow s Capital Account 

To Realisation Account 
(Being the purchases of Assets by Slow) 

Dr ' 

i 

51 500 ‘ 

51,500 

j 

Slow s Capital Account 

To Sure s Capital Account 

(Being the amount of Goodwill agreed to be paid by 
Slow to Sure) 

Dr 


5000 

5000 


Bank 

To Slow s Capital Account 

(Being the amount brought in by bun lo settlement 
of account) 

Dr 


26750 

26750 


Sure s Capital Account 

To Bank 

(Being the payment of the amount in final settlement) 

Dr 

1 

26750 

1 

26 7<0 
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To Sundry’ Assets 

' Rs. 
51^00 

t 

By Slow ‘s Capital Account — 
Transfer 

S Rs. 

51,500 


Rs. 51,500 


Rs. 51,500 


SLOWS CAPITAL ACCOUNT 


1964 j 
Dec. 31 ' 

1 

i 

r> n j 

To Drawings Account — 
Transfer 
,. Balance c/d. 

Rs. 

3,000 

22,250 

1954 , 
Jan. 1 ' 
Dec. 31 ' 

1 

ByBan-k ..: 

..Profit and Loss j 
Account— Half Share ‘ 

1 * 

Rs. 

20,0C0 

5,250 

1 

i 

Rs. 

25,250 


1 Rs- , 

25,250 

i 

1965 ^ 

1 


1965 

1 


Dee. 31 

»» : 

To Drawings Account — 

; Transfer 

1 „ Balance c/d. 

3,000 

25250 

Jan. 1 
Dec. 3 1 

1 

; By Balance b/d. 
j „Profit and Loss 

1 Account — Half Share , 

22250 

6,000 


i Rs. 

25,250 


! Rs. ; 

25,250 

1966 

1 

! 


1966 

i 


Dee. 31 

n r> 

9* r* 

; To Drawings Account — 
j Transfer 

1 „ Realisation Account 

1 ,. Sure’s Capital Account . ., 

3.0C0 

51,500 

5,000 

Jan. 1 
Dec, 31 

»* r* 

i By Balance b/d. 

„ Profit and Loss 
; Account— Half Share 

1 „ Bank- 

25,250 

7,500 

26,750 


Rs. 

59,500 


Rs. 

1 

59,500 


SURE'S CAPITAL ACCOUNT 


1 

1964 ! 
Dee. 31 

i 

! 

' To Drawings .Account- 
Transfer 
,, Balance c/d. 

! 

j 

* *] 

Rs. 

; 4,000 

1 16,250 

1 

1964 1 
Jan. 1 i 
Dee. 31 j 

1 

1 i 

By Bank . . i 

^Profit and Loss i 
Account— Half Shutre j 

1 Rs. 
15,000 

5250 



Rs. j 

1 20,250 

i 

1 

Rs. 

20250 

1965 ! 


j 


1965 1 

1 

! 

i 

Dec. 31 

n r* 

j To Drawings Account- 
Transfer 
; „ Balance c/d. 

— ' 

4.000 

15250 

Jan. 1 j 
Dec. 31 ! 

1 

By Balance b/d. ..1 

^Profit and Loss | 
Account— Half Share ! 

1 16250 

1 6.CCO 


i 

Rs. 

; 22250 

i 

: Rs. : 

1 22,250 

1956 



i 

1966 j 

1 


Dee. 31 

*• 

’ To Drawings .Account- 
Tran-fer 
; „ Bank 

•• 

' 4,000 

■ 26,750 

J 

Jan. 1 i 
Dee. 31 1 

" ” ! 

i By Balance b'd. 
j ,.Profit and Lo<s 
! Account— Half Share 

i „ Slow’s Capita! 

15250 

7500 

5,CO0 


i 

Rs. 

! 30,750 


Rs, 

30,750 
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Notes* — (a) As Slow takes over the Assets, it is necessary to ascertain 
the book value of these In the absence of any detailed information in shape 
of a Balance Sheet, the book value of Assets may be taken to be the same as 
the total Capital of the firm on that date This is arrived at as under — 



Rs 

Total Capital at commenc«nent 

35,000 

Add 3 years’ profits 

37,500 


72,500 

Aess total withdrawals by partners 

21,000 

Capital at date of dissolution 


1 e value of net assets 

Rs 51,500 


(b) The agreement by Slow to pay Sure Rs 5,000 for his share of 
Goodwill IS given effect to m the above working by debiting Slow’s Capital 
Account and crediting Sure’s Capital Account with that amount 

Q. 249. On 1st January 1966 A, B and C commenced bustness 
in partnership sharing profits and losses tn the proportions of 1/2, 
l/3rd and l/6th respectively They paid into their Bank Account os 
their Capital Rs 40,000 being Rs 20,000 by A, Rs 15,000 by B ontf 
Rs 5,000 by C During the year each partner withdrew Rs 2,000 
and on 31st December 1966, they dissolve their partnership, A taking 
up stock at an agreed valuation of Rs 7,000, B taking up furniture 
at Rs 1,000 and C taking up debtors at Rs 5,000 After paying 
their creditors, there remained a balance of Rs 3,000 at the Bank 
Prepare the necessary accounts showing the distribution of cash 
at the Bank and of the further cash brought in by any partner or 
partners as the case required 


A. 

BANK ACCOUNT 


' 

I Rs 


Rs 


1 3,000 

By A s Capital Account 

2000 

„ C 5 Capital Account 

5,000 

M B s Capital Account ; 


Rs 

8000 


8 000 







DISSOLUTION OF PARTNXRSIli: 




REALISATION ACCOUICT 



: Rs. 


Rs. 

To Sundry Net Assets 

34.C00 

By Capital Accounts!; 

Rs. 



A — Stock 

7,CQ0 


i 

B — Furniture 

1,000 


, 

C — Debtors 

5,000 


. 


13,CC0 



„ Bank 

.. 3,0<X) 



„ Capital Accounts— (Loss 



; 

transferred) : — 

Rs. 



* A ^ . . 

9,000 


( 

Bird 

<•>,000 



Cl/6th 

3.000 



- 

IS, COO 


Rs. 34,000 


R.s. 34,000 


A’s CAPITAL ACCOUNT 


J966 


Rs. 

1966 

Rs. 

Dec. 31 

To Drawings Account — 
Transfer 

„ Realisation Account- 
Stock 

„ Realisation Account— 
i loss 
„ Bank 

2,000 

7.000 

9.000 

2.000 

Jan. 1 By Bank 

, . 20,CCO 


Rs. 

20,000 


Rs, 20,000 


B’s CAPITAL ACCOUNT 


1966 
Dee. 31 

1 

1 

1 To Drawings Account- 
1 Transfer 

j „ Realisation* .\ccount — 
j Furniture 

j „ Realisation /Account— 

1 Jrd loss 

! „ Bank 

Rs. 

2,000 

1,000 

6,000 

6,000 

1966 

Jan. I By Bank 

Rs. 

.. IS.CCO 


1 

15,000 


Rs. 15.0C0 







^ 


C’s CAPITAL ACCOUNT 


1 

1966 

Dee. 31 ’ 

i To Drawings Account — 

1 Transfer 

„ Realisation Account— 
t Debtors 

„ Realisation Account — > 

1 '6th loss 

Rs. 

2.CC0 

5.000 

3.000 

1966 

Jan. 1 ■ By Bank 

Dec. 31 „ Bank 

Rs. 

.. 5.a'0 

. . 5, Of?) 

i 

Rs. 

10,000 


Rs. IG.CCO 
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Note- — ■'Ite unpoiiant point m this prohlem is to find out the book 
Talue of the ‘ Net Assets”, i e the assets minus the Liabilities, at the date of 
dissolution. As the Capital of a concern on any date is alwajs represented 
b> the difference between its then assets and liabilities, it is necessarj to find 
out Vi hat the total capital vias at the date the partners determined to dissohe 
The \slue of Net Assets is, therefore, amved at as imder — 


Total Capital at start 

Rs 

40,000 

Less Total Dravongs 

Rs 

6 000 

Capital at date of dissolution 

Rs 

34,000 


Le the book value of Net Assets on that date 


Q 250 A and B trere in partnership and agreed to dissolve 
The assets realised Rs 75,000 The Iiabilrt'es icere as foUotps — 
Sundry Creditors fts 45,000, Loan from A Rs 20,000, A's Capital 
Rs 10,000 and B’s Capital Rs 15,000 They share profits and losses 
tn proportions of A ZjAths and B l/4th 

Show by means of accounts how the cash realised should he 
distributed 

A. 

REALLSATION ACCOUNT 



Ri 

90000 

By Sundry Cred tors 


Ra 

45.000 

„ Bint-^reiilon pzid 

45000 

„ Bank— Asset! realised 


75 000 

Rs. 145J000 

„ CapitaJ—A c c o u a t 
uanifriTed) — 

A 3th$ 

BfUi 

»— (L 0 * » : 
Rs. 

. 11050 : 
3,750 : 

Rs. 1 

15 000 

1,35^00 


BANK ACCOUNT 




1 K. 

1 


R. 

To Realisation Account 
„ A B Captal Account 


75000 

i;250 

By Realisation Account — Crediton 
paid 

« A s Loan Account ' 

„ B s Capital Account 1 

45pOO 

23000 

11,250 


Rs. ■ 

76,250 


Rs. 

76250 











mssoi-imox or r.ini'NERsinr 


A’s CAPITAL ACCOUNT 


Rs. 

To Realisation Account — ^ths Loss .. 11,250 

By Balance b,fd. 

Rs, 11,250 

} 

„ Bank 


Rs. 

.. lO.OCO 
. . 1,250 

Rs. 11,250 


B’s CAPITAL ACCOUNT 


Rs. 


Rs. 

To Realisation Account — 1th Loss . . 3,750 

„ Bank . . 1 1,250 

By Balance b/fd. 

, . . 15,000 

Rs. 15,000 


Rs. 15,000 


A's LOAN ACCOUNT 



i 

1 

j RS. 


; Rs. 

To Bank 

1 

20,000 

By Balance b/fd. 

20.000 


Rs. j 

20,000 


Rs. 20,000 


Note: — In order to work out tliis problem, it is necessory to ascertain 
the book value of the assets at the date of dissolution. As wc have full 
information regarding the liabilities side of the Balance Sheet on that date, 
■vve may safely assume that the book value of the assets on tliat date equalled 
the total of the liabilities side. The liabilities side of the Balance Sheet i.*! 
as under : — 


Sundrj* Creditors 

Rs. 

45,000 

A’s Loan Account 

Rs. 

20,000 

Capital of Partners 

Rs. 

25,000 


Rs. 

90,000 


Therefore the total value of the assets on this same date must be 
Rs. 90,000. 

Q. 251. The foUoicing is the Trial Balance of the jinn of P, Q 
and R, on 31st December 1966: — 
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Freehold Property (Bombay) 
Leasehold Property (Calcutta) 
Leasehold Property (Rangoon) 
Investments 
Office Furniture 
Stock (Bombay) 

(Calcutta) 

(Rangoon) 

Sundry Debtors 
Creditors 
Capital P 
Q 
R 

Cash at Bank 


Rs 

45 000 

15 000 
12 000 

6 000 
1 000 
18 000 

16 000 
14 000 
12 500 


4 000 


Rs. 


18 500 
50 000 
45 000 
30 000 


Rs 1 43 500 1 43 500 


They agreed to dissolve on this date on the following terms — 

(a) The Freehold Property was sold and realised Rs 50 000 the Invest 
ments reahsed Rs 7 500 Debtors Rs 11 500 and Office Furmture Rs 600 

(b) P retired from the business altogether 

(c) Q took o\er the Calcutta business and the assets in connection 
therewith at book values the Goodwill thereof being valued at Rs 10 000 

(d) R took over the Rangoon business and the corre'oondmg assets at 
book values the Goodwill for this purpose being valued at Rs 5 000 

(e) The expenses of realisation amounted to Rs 1 200 

(f) The Bombay Stock was taken over by Q and R equally at 
book value 

(g) The partners shared profits m the proportions of three-fifths one 
fifth and one-fifth 


Pass the entries necessary to close the books ass uming that each partner 
finally settled his account with the firm Open also the necessary accounts 
to show the workmg 


A 


JOURNAL ENTRIES 


Real satjoa Account Dr 

To Freehold Property (Bombay) 

Leasehold Property (^Icutta) 

» Leasehold Property (Rangoon) 

„ Investments 
„ Office Funulure 
„ Stock (Bombay) 

„ Stock (Calcutta) 

„ Stock (Rangoon) 
n Sundry Debtors 

(Be ng the transfer of the abo\e Assets to Real sat on 
Account ) 


Sundry Cred tors Dr 

To Real sat on Account 

(Bemg the transfer of Sundry Cred tors to Real sat on 
Account ) 


I ^ I 
I J 


Rs. 

45000 

15 000 
12000 

6000 
1000 
18 000 

16 000 
14 000 
12 500 


18 500 



uissoLLrrtON or rARXNXRSHir 


JOURNAL ENTRIES— contd. 


Bank Account 

To Realisation Account 

(Being the amount realised on the sale of the following 
assets Rs. 
Freehold Property . . . . 50,000 

Inscstments .. .. 7400 

Debtors .. .. 11,500 

Office Furniture , . . . 600 


Rs. 69,600.) 


Q’s Capital Account 

To Realisation Account 

(Being the values of Assets and Goodwill taken over 
b> him as under ; — Rs. 

Leasehold Property (Calcutta) .. 15,000 

Stock (Calcutta) .. .. 16,000 

Stock (Bombaj) .. ,. 9,000 

i Goodwill .. .. 10,000 

Rs. 50,000.) 


Rs. 

69,600 


R’s Capital Account 

To Realisation Account 

(Being the values of Assets and Goodwill taken over 
by him as under : — Rs. 

Leasehold Property (Rangoon) .. 12,000 

Stock (Rangoon) .. .. 14,000 

i Stock (Bombay) .. .. 9,000 

Goodwill .. ., 5,000 

Rs. 40,000.) 


Realisation Account 

To Bank 

(Being the payment of Liabilities in respect of Sundry 
Creditors.) 

Dr. 

1S400 

18,500 

Realisation .Account 

To B.tnk 

(Being tnc payment of realisation expenses.) 

Dr. 

1,200 

1,200 

Realisation .Account 

To P’s Capital Account 

t* Q s „ ,( 

.. R's 

Dr. 

18,900 

11.340 

3,7.80 

3,7S0 


(Being the transfer of Profits on realisation to Partners’ 
Capital Accounts in their profit-sharing proportions.) 


Bank Account 

To Q’s Capital Account 
(Being the amount brought in by Q.) 


.. Dr. 

1420 

1,220 

Bank Account 

To R’s Capital Account 
(Being the amount brought in by R.) 

•• 

.. Dr. 

6,220 

6,220 

P’s Capital Account 

To Bank Account 

-• 

.. Dr. 

61,340 

614^0 


(Being the payment of amount to P in final settlement.) 
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BANK ACCOUNT 



Rs 



To Balance b/fd 

4000 

By Realisation Account— 


„ ReaJisaiioo Account — 


Liabilities paid . i 

18,500 


: 69^ 

„ Realisation Account— 


„ Q's Capital Account 

1^20 

Cost of realisation . : 

1,200 

,, R's „ „ 

' 6,220 

„ P s Capital Account j 

61,340 

Rs 

! 81,040 

Rs 

1 81,040 


REALISATION ACCOUNT 



Rs 


Rs 

To Sundry Assets 

1,39^00 

By Sundry Creditors 

18,500 

„ Bank — Payments to creditors 

18,500 

„ Bank 

69,600 

„ Bank — Cost of realisation 

UOO 

„ Q s Capital Account 

50,000 

„ Capital Accounts— 

Profits transferred — Rs 

P 3/5ths 11.340 

Q l/5th 3,780 , 

R l/5th 3,780 1 

18,900 

» R’s - R 

40.000 

Rs 

1,78,100 

1 

Rs 

1,78,100 


P's CAPITAL ACCOUNT 


Rs 


Rs 

61,340 

By Balance b/fd . ] 

50,000 



3/5iis share of profits , 

11,340 

61340 

Rs ' 

61340 


<2 s CAPITAL ACCOUNT 



Rs 


Rs 


50,000 

By Balance b/fd 

45,000 



» Realisation Account— 




1 f Stb share of profits 

3,780 



„ Bank 

1,220 

Rs 

50,000 

Rs j 

50,000 


H's CAPITAL ACCOUNT 



Rs 


Rs 


40300 

By Balance b/fd 

30000 



« Realisation Account— 




l/Sth share of profits 

3 780 



„ Bank 


Rs 

40000 

Rs. 

1 40 000 
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BANK ACCOUNT 


1966 
Dec 31 

To Realisation Account- 
Assets realised 

Rs P 

3000000 

1966 
Dec 31 

By Realisation Account- 
Liabilities paid 
, D s Loan Account 

C s Capital Account 

D s Capital Account 
„ £ s Capital Account 

Rs P 

900000 

6 00000 

8 307 50 

3 897 50 

2 795 00 


Rs i 

3000000 


Rs 

3000000 


[For Ds Loan Account see next page'} 



Cs 

; CAPITAL ACCOUNT 


1965 
Dec 31 

To Drawings Account — 
Transfer 
, Balance c/d 

Rs P 

1000 ool 

17 15000 

1965 
Jan I 
Dec 31 

By Bank 

„ Interest on Capital 
. Profit and Loss 
Account 

Rs P 

15 OOOBO 
75000 

2400 00 


Rs 



Rs 

18 15000 

Dec 31 

1 

To Drawings Account- 
Transfer 

„ Profit and Loss 
Account 
, Balance c/d 

100000 

170000 
15407 50 

Jan 1 
Dec 31 

By Balance b/d 
, Interest on Capital 

17 150 00 
857 50 



1 18007.50 


Rs 

1800750 

Dec 31 

To Realisation Account— 

1 ird sliare of loss 

Bank 

! 700000 
: 8407 50 

Dec 31 

By Balance b/d ' 

15407 50 


Rs 

1530740 


Rs 

1540750 







D s CAPITAL ACCOUNT 

1965 
Dec 31 

To Drawings Account- 
Transfer 
„ Balance c/d 

Rs P 

10001)0 

12^5000 

1965 
Jan. 1 
Dec. 31 

By Bank 

„ Interest on Capital 
, Profit and Loss 
Account 


1 

1 

1345000 


Rs 

1345000 

Dec. 31 

To Drawings Account- 
Transfer 

n Profit and Loss 
Account 
„ Balance c/d 

100000 

170000 
10897 50 

Jan 1 1 
Dec 31 

By Balance b/d 

Interest on Capital 

12 95000 
64740 

1966 
Dec 31 

Rs 

13 59750 

1966 
Dec 31 

Rs 

13 597 50 

To Realisation Account — 
}rd share of loss 
n Bank 

700000 
3 89740 

By Balance b/d 

10897 50 


Rs 

1089750 


Rs 

10 897 50 ' 








Dissoi.irnoN or r.\RTM;Rsnir> 
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D’s LOAN ACCOUNT 


1966 


■! Rs. 

1 

1966 

• 


J 

; Rs. 

Dec. 31 i 

To Bank 

J 6,000 

1 

Dec. 31 

By Balance 


J 6.000 

J 


Rs. 

i 6,000 : 
1 



Rs. 

j 6,000 









E’s 

CAPITAL ACCOUNT 



1965 


Rs. 

1965 

1 

1 

1 


i Rs. 

Dec. 31 

To Drawinss Account — 
Transfer . . 

„ Balance c/d. 

1 

1,000 

11,900 

1 

Jan. 1 
Dec. 31 

By Bank 

„ Interest on Capital 
„ Profit and Loss Account. . 

i lO.COO 

1 JOO 

; 2,400 


Rs. 

‘ 12.900 

1 



Rs. 

! 12,900 

1 

1966 


1 

1966 I 



1 

Dec. 31 

To Drawings Account — 
Transfer ,. * . 

„ Profit and Loss Account . 
„ Balance c/d. 

. 1,000 
. 1,700 

. 9,795 

Jan. T 
Dec. 31 

By Balance b/d. 

„ Interest on Capital 


i 11,900 

I 595 

i 

1 

1 

Rs. 

12,495 



Rs. 

1 12,495 

1966 


1 

1966 

i 

1 


)■ 

t 

1 

1 

Dec. 31 ! 

j 

i 

To Realisation Account— 
Jrd share of loss 
„ Bank 

1 

7,000 
.’ 2,795 

Dec. 31 

By Balance b/d. 

. . 

i 9,795 

i 

} 

1 

1 

! 

Rs. 

I 9,795 



Rs. 

j 9,795 



, _!2 






Q, 253. The Balance Sheet of A, B and C stood as follows on 
31st December 1966; — 



1 

j 

Rs. 


i 

1 

Rs. 

Creditors 

' i 

17,000 

Cash at Bank . . . 

■■ . u/i 
. . 20,000 

6,200 

Bills Payable . . 

.. 

1 

1,200 

Sundry Debtors 


Capital Accounts 

B 

C 

Rs. 1 
20,000 ' 


Lfss Reserve 

1,000 1 
! 

I 9 , CO 0 

20,000 i 


Stock 


22,000 

10,000 , 


Machinery and Plant 

..j 

15 . C 00 


50,000 

Fixtures 

Goodwill 


1,500 

4400 


Rs. , 

68,200 


Rs. , 

6S400 


It was decided to sell the business to the X, Y, Z (S: Co., Ltd., on the 
Company agreeing to allot 6,000 fully-paid shares of Rs. 10 each in full 


Q.A.-16 
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satisfaction of the purchase consideration The Company assumed the liabi- 
lities except the Bills Payable and took over all the assets excepting the Bank 
Balance The partners shared inrofits and losses in proportions of one-half, 
one third and one-sixth respectively Pass Journal Entries and prepare 
accounts showing the final settlement as regards the partners, assummg that 
the shares were duly allotted 

A 

JOURNAL ENTRIES 




LF 

Rs 

Rs 

Realisation Account 

To Sundry Debtors 
„ Stock 

„ Machinery and Plant 
„ Fixtures 

M Goodwill 

(Being the transfer of the assets taken over by the 
Company to Realisation Account ) 

Dr 


63 000 

20000 
22000 
15 000 
1,500 

4 500 

Sundry Creditors 

Reserve for Doubtful Debts 

To Realisation Account 

(Being the transfer of liabilities taken over to Realisation 
Account ) 

Dr 


17 000 
1000 

18000 

X Y Z&Co Ltd 

To Realisation Account 

(Being (be purchase coosideration due from (be Co ) 

Dr 


60000 

60000 

Shares in X Y Z & Co Ltd 

To X Y Z & Co Ltd 

(Being the payment of purchase consideration to us as 
agreed } 

Dr 


60 000 

60000 

Realisation Account 

To A s Capital Account 
„ B s Capital Account 
„ Cs Capital Account 

(Being the transfer of profits on realisation transferred to 
Partners Capital Accounts) 

Dr 


15 000 

7.500 
5000 

2.500 

Bills Payable 

7b Bstsk * 

(Being the amount paid on meeting our Bills Payable ) 

Dr 


1200 


A s Capital Account 

B s Capital Account 

C s Capital Account 

To Shares in X Y Z & Co Ltd 
(Being the distribution of shares between the partners ) 

Dr 


25J80 
23 080 
11540 

60 000 

A s Capital Account 

B s Capital Account 

C s Capital Account 

To Bank 

(Being the distribution of Bank Balance between the 
partners ) 

; 

Dr 


2120 

1 920 
960 

5000 



Dissoix-noN or rARrNFRsnip 


2-15 




REALISATION ACCOUNT 



f Rs* 


■ Rs. 

To Sundrj" As^cls 

63.000 

By Sundr>- Liabilities 

IS.COO 

„ Profiis transferred 

to Capita! 

„ X. V, Z & Co.. Ltd. . . 

..’ 60|000 

Accounts ; — 

Rs. • 



A 1/2 

7.500 



B l/3rd 

5,000 


1 

Cl /6th 

2.S00 


( 


15,000 


\ 


Rs. 7S,000 


Rs. 1 7S.000 


BANK ACCOUNT 


Rs. 

To Balance b/fd. .. .. 6,200 

By Bills Pajablc 
„ A's Capital Account 

r* ® ti n 

j n C „ 

! 

Rs. 

..■ 1200 
..' 2’.120 
1,920 
960 
i 

Rs. 6,200 


Rs. ! 6,200 

1 .. 

SHARES IN X, y. Z & CO. LTD. ACCOUNT 

( 

, Rs. 

To X, Y, Z Co., Ltd. .. .. 60,000 

By A*s Capital Account . . 

t* B s H . » 

r* C S ^ ft • 

Rs. 
25,360 
23,060 
..j 11,540 

Rs. ' 60,000 


Rs. i 60,000 

- ' '■ - 




A’s CAPITAL ACCOUNT 


To Shares in X, Y, Z & Co., Ltd. 

„ Bank 

Rs. 

253S0 

2,120 

1 By Balance b/fd. 
i „ Realisation Account — 
i i share of profits . . 

s 1 

Rs. 

27,500 


Rs. ■ 27^00 






B's CAPITAL ACCOUNT 

To Shares in X, Y, Z A Co., Ltd. 

„ Bank 

Rs. 

23.060 

1,920 

B\ Balance b,Td. 

„ Realisation Account — 

!rd share of profiu . . 

Rs. 

.. 20,000 

. . 5.000 

Rs. 

25,000 


Rs. 25.003 
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C s CAPITAL ACCOCNT 


Ba. 


Rs. 

ToSh£r:5inV,\,ZACo.,Ltd 11540 

Bp Balance b fil 

lOOOO 

„ Bank 960 

tJi'ctisanon Accoual— 



1 '6ih share of p-ofiis , 

2,500 

ku 12,500 

Rs. 1 

12500 

■-■■■ — 




Note: — ^Whea the filial rrfnnB of capitals os pardj la ragh ps'-fij* 
in ^sres. the dii^tributioa ^aul3 bs made m prooortion to the capitals. 


Q. 254. T?ic joXloicing two firms carrying on separate iiisiTiess 
decided to amalgamate an the terms as undemoted — 

1. That the new parcio^iup to take ove* the stock of both the firms 
at lO^'c less ihej book values aad that 5^ Eeseave for Doubtful Debts be 
cref'^ed before takmg over the Book Debts. 

2- That file Leas^old Premises of X and Y be taken over at Rs. 12,000 
and the Trade Fixtures of A and B and X and Y be taken over at Rs 1,500 
and Rs 2 000 xespectu ely 

S The liabilities of both the firms are taken over less S/t Reserve for 
D.isco'unts. 

•4 That X and Y vho Trere faring nrofils 2 2 and 1 2 should divide 
beftrefin fiiemsslres half the share of net profits in the new firm and should 
contribute Cats-tal of Rs. 30,000 in Lke proportions. 

5. That the firm of A and B (equal partners) be credited with 
Rs. 20 000 for Goodwill and must provide to make their C^tal equal 
to half the jomt Capital of the new pa rtaersh ip and take half share in profits. 

B.ALAICCE SHEET OF A A B 


Crediun? 

Oritals- — 

\ 

Rs. 

, lUoo 
Rs. 

. 30.000 

St BenV . 
Debtors 

XewReserw 

Rs. 

r' lODOb' 
500 

Rs. 

1500 


20000 

Sicck 

Trade Fixtures 


3F^ 

2.000 


Rs. 31400 


Rs. 

31000 

B.A1A2CCE SHEET OF X & Y 

Crediiars 

Ccritsls ' — 

V 

\ 

Rs. 

30.000 

Rs 

14 000 

214>CO 

OishatBant: .. 
Debtors 

StKi. 

Trade Fixtures 

1 f»»a^fil3 Treinises 


Rs. 
5503 
12000 
35 000 
3000 

15500 


Rs. 51^ 


Rs. 

S14OO 






To Srccic 
„ Trade Fiatares 

„ Freiits transferred tc Capital 
Acccucts : — P-5- 

-- -.125 

B - .. ^,125 


Rs. 

I^CO By Reserve for 
5C0 Creditcn 

„ Gccc’.viii 


Disecur-ut cn 


10450 


I'.S. 


10450 
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Qt.ESTIONS AND ANSWERS IN BOOKKEEPING & ACCOUNTING 


BALANCE SHEET OF THE NEW FIRM 


Liabilities 

Rs 

Rs 

Assets 

Rs 1 

Rs 

Sundry Creditors 

41000 1 


Oisb at Bank 


22 850 

Less Reserve fpr 



Sundry Debtors 

22,000 j 



2050 







38950 

Doubtful Debts 

1,100 1 


Capital Accounts — 





20500 

A 

15 000 


Stodc 


29700 

B 

15U00 


Trade Fixtures 


3 500 

X 

20000 


Leasehold Prenuses 


12 000 

Y 

10000 




10 COO 



60000 

98 950 


Rs 

98 950 


1 

1 





Q 255 Holo should the accounts between the partners be 
■finally adjusted where one of the partner’s Capital Account has a 
debit balance and he ts insolvent, and consequently unable to sattsftf 
his indebtedness to the firm'^ 

A Under such a circumstance, the final adjustment among the part- 
ners will have to be made in accordance with the decision in the Corner v 
Murray case In this case it was ruled that, in tlie absence of any agreement 
to the contrary, the deficiency on the insolvent partner’s Capital Account 
must be borne by the other solvent partners in proportion to their capitals, 
after each solvent partner has brought m cash to the extent of his own share 
of loss on realisation 

In other words it was held in Gamer v Milrray that, in the absence 
of agreement, when the capital account of an insolvent nartner is m debit, the 
solvent partners must first contribute cash to the extent of their respective 
share of loss on realisation, and the balance of cash remaimng after paymg 
off the firm’s creditors is to be divided amongst the solvent partners in pro- 
portion to their capitals The effect of this decision is to distinguish between 
a loss arising from trading and one ansmg from a partner failing to make 
good debit balance on his caoital account Thus whereas any loss on trading 
or even loss ansmg from realisation must be borne by all the partners 
(including the defaulting partner) m the proportions m which the partners 
share profits or losses, the loss caused by the deficiency of an insolvent partner 
must be borne by the remaining partners in proportion to their capitals 

Q 25G A, S and C are partners sharing profits 1/2, l/3rd and 
l/6th On 31st December 1966, the following was the Balance Sheet 
of the firm on which date it was decided to dissolve the partnership — 
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BALANCE SHEET 


Creditors 

Capital Accounts : — 

A 

B 

f 

••1 

Rs. j 
. . 12,000 

. , 6,000 ! 

1 

Rs. i 
2,500 

18,000 

Cash at Bank 

Sundry Assets 

C’s Capital Account 

! 

. . ! 2,000 
..! 15.000 
. . ' ?,500 

' ‘ 

l 




Rs. ' 

20400 


Rs. ; 20400 


A took over the business, paying Rs. 12,000 for the "Sundry Assets”. 
The Goodwill of the firm was valued at I?s. 6,000. Show the final adjust- 
ment amongst the partners, (1) where C is solvent and satisfies his indebted- 
ness, and (2) w’here C is insolvent and is unable to bring in aniThing against 
his deficiency. 


A. 


(1) Where C is solvent ; — 


REALISATION ACCOUNT 




Rs. 


, Rs. 

To Sundry Assets 
„ Profits transferred 
Accounts ; — 

A 

B 

C 

to Capital 

Rs. 

. . 1,500 

. . 1,000 
500 

15,000 

3,000 

By A's Capital Account— Purchase 
of .Assets and Goodwill 

18,000 

i 






Rs. 

18.000 

Rs. 

! IS.OCO 






— 


BANK ACCOUNT 




Rs. 


' Rs. 

To Balance b/fd. 

„ A’s Capital Account 
„ C’s Capital Account 

* ' 

2,000 

4.500 

3.000 

By Creditors 
„ B’s Capital .Account 

. . ■' X500 

... 7.000 

! 


Rs. 

9.5C0 


Rs. 1 9,500 





. ■ " 


A’s 

CAPITAL ACCOU*NT 




Rs. 


Rs. 

To Realisation Account ; — 
Sundry Assets 

Goodwill 

Rs. 

12,000 

6,000 

- 18,000 

By Balance b/fJ. 

Realisation Account— 
i share cf profit 
„ B.ank 

.. 12,000 

.. 1400 
. . 4400 


Rs. 

• IS.CCO 


Rs. 18.000 
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QUESTIONS AND ANSViERS IN BOOkKLEPlNC I. ACCOUNTING 


B 5 CAPITAL ACCOUNT 



1 


1 

Rs. 

To Bank 

' 7.000 

By Balance b/fd 
n Realisation Account — 
l/3rd share of profit 


6.000 

1,000 


Rs 7.000 


Rs 1 

1 7,000 


C s CAPITAL ACCOUNT 




R, 



Rs 

To Balance b/fd 


: 3,500 

By Realisation Account— 
l/6(h share of profit 
„ Bank 


500 

3 000 


Rs 

' 3,500 


Rs 

3 500 



— ' 





(2) Where C beeonjes insolvent — 

* BANK ACCOUNT 



Rs 


Rs 

To Balance b/fd 

2.000 

By Creditors . 

2500 

M A s Capital Account 

6,500 

K B s Capital Account 

6000 

Rs 1 

8,500 

Rs. ! 

8,500 


" 




A’s CAPITAL ACCOUNT 



Rs 


Rs 

To Realisation Account 

18,000 

By Balaoce b/fd 

12,000 

, C s Capital Account— 2/3rds 


„ Realisation Account— 


share of deficiency 

2000 

i share of profit 


1 

M Bank 


Rs 

20000 

Rs 

20,000 






B s CAPITAL ACCOUNT 



Rs 


Rs 



By Balance b/Td 

6,000 


i 1.000 

.. Realisation Account— 


„ Bank 

1 6fiOO 

l/3rd share of profit 


Rs 

1 7,000 

Rs 

7,000 
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C’s CAPITAL ACCOLTs'T 



P's CiVPITAL ACCOUNT 


j Rs. 

To Q's Cipital Account — By Balance bTd. 

4/5ths share of deficiency .. 5.600 „ Current Account— Transfer 

u Bank •• 15,4C0 


Rs. 


20.000 

l.coo 


Rs. 21,000 


Rs. . 2I.CC0 


OLESnONS 


ANSWERS IN BOOK KEEPING L ACCOLVTINC 


P'S CURRENT ACCOUNT 


To Reabsatjon Account — 
l/3rd share of loss 
« P’s Capital Account— Transfer 

Rs. 

^ 12,000 
ifloo 

By Balance b/fd. . ' 

, Banl: 

Rs. 

1000 

iipoo 

Rs, 

1 DjOOOj 

Rs 

13,000 


' 




Q s CAPITAL ACCOUNT 


To Current Account— Transfer 


Rs 

17,000 

By Balance b/fd 

„ P i Capital Account— Transfer 
„ R's Capital Account— Transfer 

Rs. 

10000 

5,i09 

1,400 


Rs 

17/)00 

Rs. 

17,000 






Q s CURRENT ACCOUNT 

To Balance b fd. 

• Reahsatjon Account— 
l/Srd share of lo<$ 


Rs. 

5000 

tljOCO 

By Q*s Capital Account— Transfer 

Rs. 

17,000 


Rs. 

1 17,000 

Rs. 

17,000 


Rs 

CAPITAL ACCOUNT 


To Q s Capital Account — 

1 /5th share of defici-Ticv 
, R s Current Account— Transfer 

Rs. 

1.400 

4,000 

By Balance b/fd. 

„ Bank 

Rs. 

5 000 
400 


Rs. 

5,400 

Rs 

5,400 






R s CURRENT ACCOUNT 

To Balance b/fd. 

„ Realisation Account — 

I/3rd share of loss 


Rs. 

4J0CO 

ilfioo 

By Bank 

„ Capital Account— Transfer 

: Rs. 

' IZflOO 

4 000 


Rs. 

15,000 

Rs 

16000 




J 


■ 


Note * — As the Capitals are fixed, the share of loss on Realisation is 
transferred to each partner’s Current Account and the corresponding arrount 
brought in by each soKent jjartner is also credited to his Current Account 
After the insolxent partner's deficiency is transferred to each solvent partner’s 
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Capital Account in proportion to Capital, the Current Account balance of 
each solvent partner is transferred to his Capital Account in order to ascer- 
tain the amount finally due by the firm to him. 

Q. 258. The Balance Sheet of the firm of X, Y and Z. sharing 
profits and losses in proportions of 2/5ths, 2/5ths and l/otli, shoiced 
the final position on dissolution thus: — 


BALANCE SHEET 


X’s Capital 

Y’s Capital 

Z's Capital 

Rs. 

17.000 

3.000 

1,500 

Cash 

Realisation Account — Loss 

i 

i 

Rs. 

6,500 

15,000 

Rs. , 

21,500 

1 

Rs. 

1 21,500 






State what the position between the partners would be, assuming tliat 
Z is insolvent and is unable to bring in anything in respect of his deficiency. 

A. 

BANK ACCOUNT 

( 

To Balance b/fd. ..i 

„ X’s Capital Account 
„ Y’s Capital Account . .j 

Rs. 

6,500 

6,000 

6,000 

By X’s Capital Account 
„ Y”s Capital Account 

i 

:;| 

1 Rs. 
15,725 
2,775 

Rs. j 

18,500 

1, 


Rs. 

18,500 






X’s CAPITAL ACCOUNT 

To Realisation Account — j 

2/5ihs share of loss ..j 

„ Z’s Capital Account— i 

17/20ths share of deficiency . . i 

„ Bank 

! Rs. 

i 

6,000 

1,275 
15,725 j 

By Balance b/fd. 

„ Bank 

! 

* i 

1 

Rs. 

17,000 

6,000 

Rs. ■ 

23,000 


Rs. 

23/00 

Y’s C.APITAL ACCOUNT 

To Realisation Account — 

2/5ths share of loss 
„ Z’s Capital .-Account— 

17/20ihs share of deficiency 
„ Bank 

1 

' Rs. 

6,000 

225 

2,775 

By Balance b/fd. 

Bank 

-• 

I Rs. 
3.000 
i 6,000 

Rs. 

9,000 


Rs. 

9,000 





C^LIlSTJO^S 


ANSUERS IS BOOKKfXPlSC & ACCOLSTISC 


Z’s CAPITAI, ACXrOUNT 



Rs. 


Rs. 

To Realisaticn Accorai— 
l'5iti sbsrecflpss 

3JOOO 

By BalsDce b/fd- 

X** Capital Account— Transfer . 

, y*s Capital Account— Transfer - 

1400 
1^5 
( ^ 


Rs 3.090 

RS. 1 

1 o.oco 


-- 


L.. _ 


I^ote: — ■'The L/Jss on Kesllisation is transferred to the Capital Accounts 
of the partners in tbeu- profit-sharing proportions Each solvent partner then 
brings m his respective share of such loss The deficiency of the insolvent 
partner is then borne faj’ the solvent partners m proportions to tPeir Capitals. 


Q. 259. The Balance Sheet oj A, B, C and D showed the fol- 
lowing position on dissolution — 

BALAKCE SHEET 




Rs. 



I Rs. 

Ciedilors 

Capital Accojnts — 

A 

B 

Rs. 

15.000 

10.000 

io4>o 

Casbat Banb 

Os Capital Acsoust 

D's Capital Account 


III. 

Reshsatioa Accoust— ?ro£i 



' 

1 



Rs. 

47.000 


Rs. j 

47,000 








Show the final adjustment among the partners assuming that C is 
insoh enl 


A. 

BA^■K ACCOUKT 



Rs- 1 

1 


1 ^ 

To Balance b fd. 

. Hoooj 



1 lOXWO 
13400 
10400 


Rs. 34X00 1 

1 

Rs. 

j 34,000 

A'£ CA^ITAI. ACCOUTvT 

To Os Cap tzl Accouni — 

3 5lhs share of deSaencr 
. Bank 

Rs. 

-1 4.200 
. - 13400 



Rs. 

15,000 

3jooiy 


Rs. j HX»0 


Rs, 

18X)00 






C'ii-vrR 'rvRX'A 2. 

H‘5 capital Acco'-Trr 


Tc C's Capital Account — 

Rs. 

Ev Eaiancp h fii. 

R^. 

. . lO.COC 

Z/Slhs share of deiidcrur; 

I.SC0 

„ Rcaiisau'en .Acccupt — 

„ Bank; 

10.IC0 

■th share cf prefit 

I CCC 

F^. 

II-XCO j 


F-s. H.CCE 




. . ■■ •* 


C's CAPITPX A.CCOCA' 


Tc Balance b/fl. 


Fj. 

IC.CCO 


IC.CCO 


El-’ Rialiia;ien Accccnt — 
ijh share cf prcfl: 

„ A's Capita! Aeccunt — Transfer 
„ E's Capital Account. — transfer 


Rs. 


Rs. 

e.CCC 

•iCCO 

LSCO 

!c,eco 


D‘s CAPITAL .ACCOLTn 


To Balance b/fc. 

•• 

Rs. 

3,CCO 1 

By F.calisaticn Account — 
ph share of profit 


Rs. 

3,CC0 


Rs. 

3.CC0 


Rs. 

3,CX0 








Notes: — (a) The partners share the crc£: cn realisation equally in the 
absence of any agreement tc the contrary. 

(b"! As D's Capital A.ccount shc.ved a debt: balance at the date the 
partners decided to dissolve, he has not to bear any portion o: C s deficiency. 

(c) C's deficiency on Capital is titerefore borne by A. L- B in proportion 
to their respective Capitals. 


Q. 260- The Balance Sr.ee: of P. Q end K shciced as under 
uyen the dissolution after the ichoie of the assets veere realised: — 

B.ALAItCE SHEET 




Rs. 


Rs. 

CreJiterp 


r.ccG 

Ca.sh a: Bank 

- . Al.CCO 

Q's Lean Account 

. . 

‘t.CCO 

R's Capita! Account 

5,000 

Capital Ac'ccunt.s : — 

F 

Rs. 

15.CC0 




Q 

iO.CCO 






L'.CCO 



Rcaiiraticn .Account — ^Froht 

•• 

‘I.CCO 




R^. 

A5.CC0 


Rs. A5.CCC 
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Show the final settlement between the partners assuming that R* js 
insolvent 


P s CAPITAL ACCOUNT 



Rs 


Rs 

To R’s Capital Account — 


By Balance b/fd 


3/5ths share of deficiency 

. 1,200 

„ Rcali^ttoa Account— 


Bank 

i 16,800 

Jrd share of profit 

1 3,000 

Rs i 

1 18,000 j 

Rs. 

1 

I 18,000 


Q’s CAPITAL ACCOUNT 



Rs 



Rs 

To R’s Capital Account— 

2/3ths share of deficiency 

800 

By Balance b/fd 
„ Realisation Account— 


10000 

„ Bank 

12,200 

Jrd sbare of profit 


3,000 

Rs 

1 13,000 


Rs j 

13,000 


R's CAPITAL ACCOUNT 




Rs 


1 Rs 

To Balance b/fd 


5,000 

By Realisation Account— 

Jrd share of profit 
* P s Capital Account— Transfer . 

„ Q’s Capital Account— Transfer . . 

1 3,000 
1,200 
j 800 


Rs 

5,000 

Rs 

[ 5,000 

BANK ACCOUNT 



Rs 


Rs 

To Balance b/fd 


j 40,000 

By Sundry Creditors 
. Q's Loan Account 

N P s Capital Account 

M Q's Capital Account 1 

7.000 

4.000 
16,800 
12,200 


Rs j 

40.000 

Rs 

40,000 



— 




Note: — In this case, the Realisation Account shows a profit which has 
been transferred to the Capital Accounts of the partners equally in the 
absence of any agreement to the contrary. It should be noted that the defi- 
ciency of R IS borne by P and Q in proportions to their respective Capitals 
as they stood at the date the partners determined upon dissolution and not 
after the profit on realisation is credited to the Capital Account 
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Q. 261. A, B and C as partners in a business decided to dis- 
solve the partnership. After realising the assets and paying oij the 
liakilities, the position of the firm was as under: — 


balajS'CE sheet 



Rc. j 


Rs. 

Capital Accounts — 

1 

Cash at Bant: 

.. 33,000 

A 

. . 30.000 

C’s Capital Account 

.. 5,000 

B 

. . 20.000 j 

Realisation Account — Loss 

• . . 12.000 


Rs. 50,000 ! 

1 


Rs. ; 50,000 


Assuming that C is insolvent and the finn reco;ves 50 P. in the Rupee 
from his estate, show the final adjustment between the partners. 

A. 

BAi\K ACCOUNT 



Rs. 


( 

Rs. 

To Balance b/fd. 

„ A’s Capital Account 

B s „ ff 

C s ,, J, 

. . 33,000 
.. 4,000 

.. 4,000 

. . 4.500 j 

By A's Capital Account 


27300 

1S300 


Rs. 45,500 


Rs. 

45,500 






A’s CAPITAL ACCOUKT 


Rs. 


J 

Rs. 

To Realisation Account — 

Jrd share of loss 
„ C‘s Capital Account— 

3/5ths share of deficiency 
Bank 

.. 4,000 

. . 2,700 

. . 27,300 

By Balance b/fJ. 

Bank — Loss on Realisation 

•• 

30,000 

4,000 


Rs. , 34.000 


Rs 

34,000 

B’s CAPITAL ACCOUNT 


t 

' Rs. 



Rs. 

To Realisation Account — 

1 '3rd share of loss 
„ C’s Capital Account— 

2 5ths share of deficiency 
.. Bank 

.. 4,000 

.. 1,500 

.. 18,200 

By Babncc b 'f J. 

„ Bank— Loss on Realisation 


20.000 

4,000 

■ 

Rs. 24,000 1 


Rs. 

24,000 


Q ^-IT 
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C s CAPITAL ACCOUNT 



! Rs 


Rs 


5.000 

By Bank 

4 500 

„ Realisation Account — 


, A s Capital Account— Transfer 

2,700 

!/3rd share of loss 


B s „ , — ^Transfer 

1,800 

Rs 

9000 

Rs 

9,000 






Q 262. What is the object of Joint Survivorship Assurance 
and what are the different methods employed for recording the 
transactions tn this connection^ What method do you coiisider to 
be the best’ 

A. With a view to obtain the necessary funds to pay out a deceased 
partner’s share of the Capital accrued, profits and Goodwill, partners often 
assure theniselves either jointly or severally, so that the firm’s cash resources 
may not be crinpled in case of death of one of the partners 

1 The method that is usually followed is to debit the premiums paid 
to Profit and Loss Account thus treating it as a business expense This cannot 
be said to be a correct method to follow as it lends to obscure the true result- 
ing profit or loss from the business, for the premium paid on a Joint Policy of 
the partners cannot m princiole be treated as an expense necessarily incurred 
in course of the conduct of the busmess Besides, if the annua] premium is 
charged off to revenue each year, there will be no indication on the Balance 
Sheet as to the existence of an asset which belongs to the firm 'The oojection 
to this method is, therefore, that it at once falsifies the firm’s Profit & Loss 
Account and the Balance Sheet 

2 The other method followed in this connection is to allow the pre- 
miums paid as a debit on an account styled Joint Survivorship Assurance 
Account or Joint Life Policy Account and to show the accumulated debit, 
year after year, as an Asset in tbe Balance Sheet This method deserves to 
be equally deprecated inasmuch as the asset under the heading of Joint Life 
Policy Account will appear in tbe Balance Sheet, year after year, at more 
than its then surrender value, i e its present worth at each balancing period 

3 The best method that can be apphed in this connection is as 
follows — 

(a) Allow the annual prenuums oaid to accumulate on Joint Life Policy 
Accoimt, which wiD he shown as an asset in the Balance Sheet 
• (b) At each balancing period, debit Profit & Loss Appropriation 

Account and credit Joint Life Pohey Reserve Account with the 
amount of the annual premium, m order to maintain ihe working 
"^o^ected 
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(c) In order to bring down the Joint Policy Account to its surrender 
value, debit the Joint Life Policy Reser\'e Account and credit the 
Joint Life Policy Account with the difference between the debit 
balance on the latter account and the then surrender value of the 
policy at the end of each financial year. 

(d) The Joint Life Policy Account balance will then appear on the 
assets side and the Joint Life Policy Resen’e Account on the liabi- 
lities side, at the same figure. 

(e) On the death of one of the partners, the policy amount would be 
realised and this will be transferred to the Capital Accounts of the 
partners in their profit-sharing proportions, in the absence of any 
agreement to the contrary. 

(f) The previous balances on the Joint Life Policy Account and the 
Joint Life Policy Reserve Account wnll be wiped off by the balance 
in one account bemg transferred to the other. 



CHAPTER VI 


CONSIGNMENT AND JOINT \T:NTURE ACCOUNTS 

Q. 263 What is a Consignment, and what difference is there 
between a Consignment and a Safe’ 

A. A Consignment maj be defined as a shipment of goods by a trader 
to an agent for sale on commission, on the sole risk and account of the former 
The agent to whom the goods are consigned js knowm as the Consignee, and 
the prmcipal who sends or consigns goods is called the Consignor 

The difference between a Consignment and a Sale is as follows — 

In case of a sale the legal title to the goods as also the risk attaching to 
them pass immediately to the nurchaser In case of a consignment, the legal 
ownership m the goods and the risk attachmg thereto do not pass to the con 
signee who acts as a mere agent, but remain vested m the pnncipa!, le the 
Consignor Thus, when goods are sold, the relationship ansmg between the 
purchaser and the seller is that of a debtor and a creditor, iv'hereas when 
goods are sent by way of consignment, the relationship arising between the 
consignor and the consignee is that of prmcipal and agent. 

Q. 264 What are Consignment Outwards and Consignment 
Inwards^ 

A The trader who forwards goods to his agent to be sold by the latter 
on commission knows these goods as a Consignment Outwards, whereas the 
Agent receivmg such shipment for sale on commission on account of his 
pnncipal will call it his Consignment Inwards 

Q. 265. Describe the procedure usually followed m cose of 
Consignments 

A. The consignor despatches a quantity of goods on his owm account 
and risk to his agent abroad for*the puroose of findmg fresh markets Along 
with the goods, a pro forma fovoice is fonvarded b> the consignor to the 
consignee, giving a description of the goods consigned and stating their cost 
or minimum sale price The consignee is instructed to sell these goods at 
as high a price as possible, and in order to induce him to do so, a commission 
at so much per cent is offered to him on the amount of sale proceeds The 
consignee is however not supnosed to sell the goods below the pnee show-n 
m the pro forma Invoice without previous reference to the consignor In 
addition to an ordmary selling commission, there is a further remttiteration 
known as Del Credere commission whidi is sometimes paid to him, m return 
for which the consignee undertakes to bear anj loss that might arise from 
the jnsolvencj of the purchasers of consgument goods. 



CO\SIGN'.MENT ACCOfXTS 


261 


All necessary expenses in regard to dock dues, unloading, storage and 
insuring of goods are defrayed by the consignee on account of the consignor, 
and are deducted by him from the sale proceeds while settling account with 
the consignor. 

From time to time, the consignee renders to the consignor a statement 
known as 'an Account Sales which sets out particulars of goods sold, the gross 
proceeds realised, the expenses incurred by the consignee including his com- 
mission and the net proceeds. 

Usually, the consignee arranges for the consignor to draw a bill on him 
for a certain sum by way of an advance against the consignment, which on 
the one hand would serve as a security against the goods lying with the con- 
signee, and on the other, help the consignor financially, as he can realise the 
bill by discounting it. 


Q. 266. Give the form of Account Sales as would he forwarded 
by Rustomji & Co., of Rangoon to Kothari & Sons of Boynbap for 
100 cases of Hardware received ex s.s. “Victoria"’ with imaginary 
figures. 

A. Account Sales of 100 cases of Hardware received from Messrs. 
Kothari & Sons, Bombay, ex s.s. “ 'Victoria ”. 


Marks 
R. & Co. 
1 / 100 . 


Rs. Rs. 

f).S00 

3.900 

13,700 

125 

30 

75 

685 

915 


Net Proceeds = Rs. 

Less Amount of Draft accepted as 

advance against consignment = R.c. 

Total Rs. 


12,785 

7.500 

5/185 


Sale proceeds of — 

70 Cases @ Rs. 140 
30 „ @ Rs. 130 

Less Landing Charges 
Cartage 

Storage Rent and Insurance 
Commission at 5'c 


Sight Draft herewith for balance Rs. o,28d, as abo\ e, 

(Sd.) Rustomji & Co. 

Rangoon, 21st March 1967. 

Q. 267. IIow should Consignment Outivards he recorded in the 
hooks of the Consignor? 

A (1) As the Consignor would be naturally an.':ious to ascci'tsin how 
each consignment has resulted, it becomes necessary for him to open a 
separate Account for each consignment. 
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(2) Full particulars of the goods relating to each Consignment should 
first be entered m a Consignment Outwards Book, and each consignment 
should be known by a serial number for facility of reference 

(3) On the goods being despatched, debit the particular Consignment 
Account with the cost of the goods and credit “ Goods sent on Consignment 
Account ” 

(4) In regard to expenses such as freight, msurance, etc , incurred by 
the consignor on account of the shipment of goods debit the particular Con- 
signment Account and credit Bank or Creditors 

(5) On receipt of Account Sales from the Consignee — 

(a) Debit the Consignee’s Account and credit the particular Con- 
signment Account wath the qross proceeds realised, and 

(b) Debit the Consignment Account with the expenses incurred by 
the consignee including his commission, and credit the Con- 
signee’s Account 

(6) If any portion of the Consignment is unsold, the balance will have 
to be valued at cost and brought into record by means of a Journal Entry 
debiting Consignment Stock Account and crediting the Consignment Account 

(7) The balance on Consignment Account will now represent the profit 
or loss on the consignment and should be transferred to the Profit and Loss 
Account 

(8) In case of any bill having been drawn by the Consignor on the 
Consignee and accepted by the latter, the entry would pass through the Bills 
Receivable Book, from where, the personal account of the Consignee would 
be credited 

(9) The balance, if any, on the Consignee’s Accoimt would mdicate the 
amount due from him to the consignor, and the Consignees Account will be 
closed on receipt of the remittance from him 

(10) The “ Goods sent on Consignment Account ” ivill be closed by 
transfer to the Trading Account 

Notes — (a) It must be noted that when goods are sent to an Agent on 
Consignment Account, the ownership remains with the Consignor, and as 
the Consignee becomes the Consignor’s debtor only when the goods are sold, 
his account is debited for the first tune with the gross proceeds of the sales, 
on receipt of Account Sales and is credited \wth his commission and the 
expenses incurred by him The consignee thus stands debited ultimately 
with the net amount o\wng by him. 

(b) Although the goods are generally invoiced to the consignee at a 
certam percentage above cost, the Consignment Account should be debited m 
the Consignor’s books at cost price 
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Q. 270. How should the unsold balance of consignment he 
valued for Balance Sheet purposes'^ 

A. When the whole of the Consignment Outwards remains imsold at 
balancing time, the Consignment Account will be closed by balance as above 
explamed, and this balance will appear as an asset in the Balance Sheet 

Where a part only of the Consignment is sold, the balance remain- 
ing unsold must be valued at actual cost In so ascertammg the cost of the 
unsold goods, the proportionate freight, insurance, etc incurred by the con- 
signor must be added to the mvoice price of the goods Ordinanlj, the 
unsold balance of consignment must appear in the Balance Sheet at cost, but, 
if the sale price is hkely to be below cost due to adverse market conditions, 
the consignment should be valued at the market price Under no circum- 
stance, however, would it be desirable to value unsold consignment at any- 
thing above cost While valuing the cost of consignment goods, it is advisable 
to take into account the expenses incurred by the consignor only and not 
those incurred by the consignee 

Q. 271. Hoto should Discount on Consignment Bills be dealt 
wtth^ 

A. Discount on Consignment Bills may preferably be charged to the 
accounts of the particular consignments m resoect of which they were drawn 
rather than being debited to Discount Account in the usual way 

-Q. 272. What adjustment ts necessary at balancing periods, 
when the goods are charged to the Consignment Account at pro forma 
prices including an additional percentage over the cost pnce’ 

A. When goods are charged to the Consignment Account at pro 
forma Invoice prices includmg a percentage above cost, the effect of such a 
procedure would be to take credit in the books for profit before it is reahsed, 
and as the credit in this respect will be given to Goods sent out on Consign- 
ment Account which is closed by transfer to the Tradmg Account, the gross 
profit for tradmg would be unduly inflated Besides, if the Consignment 
Accoimt stands debited with anythmg beyond the actual cost of the goods 
and the expenses, it will fail m its object of sigmfymg the true profit or loss 
made thereon Evidently, therefore, an adjustmg entry will be needed at 
each balancmg time, m order to set right the excess debit on the consignment 
account and the corresponding excess credit on the Goods sent out on Con- 
signment Account The entry will he to debit the Goods sent on Consign- 
ment Account and to credit the Consignment Account with the amount 
charged to the Consignment Accoimt m excess of the actual cost of the goods 
consigned 
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Q. 273. 


June 25 Ro\ & Co. of Calcutta send a Consignment of 100 sev.'in'’ 
machines ex s.s. “India” to Tagore & Sons of Karaclm 
Avith. pro jormc invoice amounting to cose, to . . 

„ They also paid freight and insurance thereon 
July 5 Tagore & Sons receive the eoods and nav: — Rs ? 


Lauiding Charges 
Cartage and Rent of Storaee 


Rs. ?. 
75.C0 
110.30 


Rs. ?. 


4.&00.CM) 

500.00 


July 15 Roy & Co, receive acceptance from Tagore J; Soris of a 
draft of Rs. 2,500 against consignment. 

Aug. 15 ^agore & Sons sell the entire lot and realise 
They incur Sale Expenses amounting to 

Sept. 1 They send their Account Sales and a Sight Draft for the 
balance due to Roy & Co., after deducting their commis- 
sion @ Tift on the gross proceeds. 

Sept. 10 Roy & Co. receive the Account Sales and the Sight Draft. 

Enter the above transactions in the books of Roy £: Co., the Con 

sud Tagore & Sons, the Consignees. 


1S5.5‘^ 


7.500.00 

200,00 


sicnnrs. 


IN THE BOOKS OF THE CONSIGNORS 
JOURNAL ENTRIES 


June 25 


Ju!v 15 


Sept. 10 


Consignment Account . . . . . . ’ 

To Goods sent out on consignment 
(Being the cost of goods consigned to Tagore & Sons of 
Kaiacfai.) 

Consignment .Account . . . . .A 

To Bank 

(Being the freight and insurance paid thereon.) 

Bills Rccei% able .-Vccount .. •• -A 

Te Tagore & Sons 

(Being the acceptance by them of the bili drawn againU 
consignment.) 

Tagore & Sons - • • - • ■ ^ 

To Consignment .Account 

(Being the gross proceeds of sales e.Tcctcd by U-em as per 
their Account Sales.) 

Consignment Account .. -• ‘ 

To Tagore & Sons . . i ,• 

(Being the e.'irenses incurred by t..em anc tneir 

Cemmissien on gross proceeds as under: 

K'^, F. 

Landing CKirges -■ -- 

Cartage xnd Storage Rent .. •• fA-':, 

Sales E.tpenses •• *■ 

Commission i? ~i% •• " 

Re. §4 Loot 
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QUESTIONS AND ANSWERS IN BOOKKEEPING K ACCOUNTING 


JOURNAL ENTRIES— contd 


1966 
Sept 10 

Bank Account Dr 

To Tagore and Sons 

(Being the Sight Draft received from them for the 

1 balance ) 

LF 

Rs ' 
4052 

Rs 

4052 

”l 

Consignment Account Dr 

' To Profit and Loss Account 

(Being the transfer of profit on consignment ) 


2052 

2 052 


CONSIGNMENT ACCOUNT 


1966 


Rs P 

1966 



June 25 

To Goods 

4 00000 

Sept 10 

By Tagore & Sons— Sales 


Sept 10 

„ Bank— Freight etc 
„ Tagore & Sons — 

50000 




Landing Charges 

75 00 





Cartage 

no 50 





Sales Expenses 

20000 





Commissfon 

Profit and Loss 

562JO 





Account- 

Net gam transferred 

205200 





Rs 

750000 


Rs 

7 500 00 








TAGORE & SONS ACCOITNT 


To Comigoment Account 
—Sales 

Rs P 

750000 

1966 
July IS 
Sept 10 

By Bills Receivable 
„ Consignment A/c — 
Landing Charges 
Cartage 

Sales Commission 
Ommission 

Bank 

Rs P 
2,500 00 

7500 
11050 
200 00 
562 50 
4 052.00 

Rs 

7 50000 


Rs 

7 500 00 





■ 


IN THE BOOKS OF THE CONSIGNEES 


JOURNAL ENTRIES 


1966 1 
July 5 

Roy & Co Dr 

To Bank 

(For Landing Charges Rs 75 and Cartage and Storage 

Rent Rs. 110 50 P paid on account of their 
consignment ) 

I.f1 

Rs P 
185 50 

Rs P 

185 50 


Roy & Co Dr 

To Bills Payable Account 

(Being the acceptance of their Bill against consign 

ment ) 1 


^250000 

240000 

Aug IS 

Bank 

To Roy & Co 

(Being the gross sale proceeds of consignment goods ) 

1 

7,500 00^ 

7400 CO 







5 1 Roy & Co. 
To Bank 


L.F. Rs. P. Rs- I’- 

rir 762.50 

• ■ 20O.C0 

I 552.50 


S saks a»1 

commission on grossjal^M^) _ ^ 


1 Roy & Co. 

To Bank ciirht Draft remitted to them m 

(Being the amount of Sight urau 


4.052.C0 



66 


1 To Bank— Landing Charges 

' „ Bank-Cartage 

„ Bills Payable • 

Bank-Sales Expenses . 
„ Commission Account . 
„ Bank-Sight Draft 


Rs. P. 

75.00 
, 110.50 

2.500.00 

200.00 

, 562.50 

14.052.00 


Ai?t5:B,Ba»k-Sa,= P.oc<,d. ..;75oO.& 



I . 

. J to B. Badtslia of 

Q. 274. A. Alam of the same pro 

:an of the value of Rs. 5, thereon Rs. 12 

,,c. abooe coat pl..s LJrance. He dre.o on & 

r Ts'aSaJe aUnst 

tr fo 1 950’ He received Account Sole^s_sI.om.nP^.^ ^ 

■L of the goods “’57.““ ^°^Jon to Ks. 300. The ^ 

„mted to Rs. Its and ^ c^mnnss from 

I ^•alned at actual cost and ^ 

Isha in settlement of accoun parties, assuming 

Show the transactions^ consignor ivas made ivdh 

t the original entry m the boons 
' pro forma invoice price. 

. ,y rm BOOKS or THB coys, Ct~OR 

JOURNAL ENTRIES 



I Consignmeiit Account Account 

! To Goods -'cnt on Comjg ^0 per cent.)_ 

1 rttoine the cost of the goo^ 


200 


• Consignment Account 

To B.ink , r„icht and insurant 

■ (Being the payment of frugn 


200 
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JOURNAL ENTRIES— contd 



1 

'L.F Rs 


! Bills Receivable Account 

1 To B Badsha 

j (Being the acceptance received from him) 

D, j 

1 2000 

2,000 

Bank Account 




1 Consignment Account 

1 To Bills Receivable Account 
(Being the discounting of Bill Receivable.) 

" 1 

1 i 50 

1 

2000 

B Badsha 

Dr 

1 5^ 


To Consignment Account 

(Being the gross proceeds of consignment as per 

1 

5,200 


Account Sales.) 




Cbnsigfiment Account 

To fi Badsha 

(Being ib« expenses and commission of the consignee 

Dr 

’ 475 . 

475 

as p“r Account Sales ) 


j 


Bills Receivable Account 

To B Badsha 

(Being the amount of the Bill received in settlement of 

Dr 

1 2.725 

2,725 

1 

account to date ) 




Goods sent out on Consignment Account 

Dr 

1 1000 ' 


To Consignment Account 

(Being the enir^ for adjusting tbe excess of 20% over 


1 ! 

1000 

ah'* cost of the goods included in the debit to Con 
s gnment Account.) 




Consignment Stock Account 

Dr 

' noo 


To Consignment Account 

' (Being the actual cost of tbe unsold stock valued at 



Uoo 

invoice pn^ of the goods plus proportionate 
expenses of the consignor) 


1 


Consignment Account 

To Profit and Loss Account 
(Being the transfer of profit on coosignmcnC.) 

Dr 

j 775 

775 









co^•s^G^•^^:^r^ accounts 


2Gft 

GOODS SENT OUT ON CONSIGNI^IENT ACCOUNT 


' Rs. 



Rs. 

To Consignment Account . . . . ' 1,000 

„ Trading Account— Transfer . . 5,000 

By Consignment Account . . 


6,CC0 

Rs. 6,000 


Rs. 

6,000 

— ■■ 






B. BADSHA’s ACCOUNT 



Rs. i 


, Rs. 

To Consignment Account . . 

. . 5,200 

Bv Bills Receis-able Account 

2,000 


„ E.xpcnscs and Commission 

475 



„ Bills Receivable Account 

2,725 


Rs. 5,200 

Rs. 

5,200 


CONSIGNjMENT STOCK ACCOUNT 



Rs. 

Rs. 

To Consignment Account . . 

, 1,300 

B> Balance c/d. .. .. 2,300 

Rs. 

2,300 

Rs. ' 1,300 

To Balance b/d. .. 

! 1,300 

1 

! 

2 

1 


IN THE BOOKS OF THE CONSIGNEE 


JOURNAL ENTRIES 


, ' ■ ■ 

L.F.' 

Rs. 

Rs. 

' * • • ' * * * 

To Bills Payable Account . 

* (Being the acceptance of Bill drawn against 
‘ ment.) 

.. Dr. 

consign- 

I 

2,000 

2,000 

Bank Account 
, To A. Alam 

(Being the gross proceeds of sales.) 

.. Dr. ! 

i 

5,200 

5,2C0 

' A. .Alam 

1 To Bank 

Commission - • 

. (Being the Sales Expenses and Commission.) 

.. Dr. 1 

475 

175 

3CV3 

A. Alam 

’ To Bills Pav-ablc .Account ^ ^ . 

(Being the acceptance of draft for the balance.) 

. . Dr. ; 

2,725 
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A ALAM s ACCOUNT 


To Bills Payable Account 
„ Bank — Sales ^penses 
, Commission 
„ Bills Payable Account 


: Rs 

2000 

175 

300 

2725 

By Bank— Gross Proceeds 

■ 


Rs. 

5,200 

Rs 



Q 275 What is a Joint-Venture and how are Joint-Venture 
Accounts maintained^ 


A A joint \enture is practically a partnership between two or more 
persons confined to a narticular venture or piece of business The venture 
may take the shaoe of a joint consignment of goods a speculation in shares, 
an underwritmg of shares or debentures of a new undertaking or any other 
similar form of enterprise 

Where the buying and selling on account of jomt'\ enture is managed 
by one of the parties all the transacUons are recorded at the place of business 
The amount contributed by each party is credited to his personal account 
A JoinUVenture Account is opened and debited with the cost of the goods 
purchased and all the expenses relating to the venture The same is credited 
with the sale proceeds and closing stock, the difference representing profit 
or loss on the venture The share of profit or loss of each party is credited 
or debited to his oersonal account and final remittance to or from each party 
will close all the personal accounts 

Where a separate set of books is maintamed and a Joint Bank Account 
is ooened, the record of transactions does not differ m any way from ordinary 
partnershiD transactions Each partner s Capital is credited with his respec- 
tive contribution and the nrofit or loss arising from the \enture is oivided 
in agreed proportions 

Where the transactions are effected by different parties to the venture, 
no separate set of books is maintained and no Joint Banking Account is 
opened Each party would then record into hts own books the transactions 
that he has entered into on account of the jomt venture On comoletion of 
the venture, each part> would render an account of the transactions effected 
by him to enable a Joint- Venture Account to be prepared by all the parties m 
their respective books. On the final result bemg ascertained each party will 
debit or credit the Joint Venture Accoimt in his own books with his own 
share of the profit or loss and transfer the same to his Profit & Ix)ss Account 
The share of profit or loss belonging to the other parties to the venture will 
be credited or deoited to their resnective pereonal accounts The balance on 
the personal accounts of the other parties will then indicate their relaUve 
position with each other 
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Q. 276. Sirdar & Sons bought goods of the value of Rs. 7.500 
and consigned them to Thacker & Co., to he sold by them on a joint- 
venture, profits being divided in tivo-thirds and one-ihird. They 
also paid Rs. 550 for freight and insurance and cartage, and dretc on 
Thacker & Co., for Rs. 3,000 on account. The bill was discounted by 
Sirdar & Sons for Rs. 2,900. Thacker & Co., paid Rs. 300 for Dock 
Dues, Storage Rent, etc. The sales realised Rs. 12.500 and the Sales 
Expenses Rs. 250 ivere defrayed by Thacker & Co. The latter for- 
warded a sight draft for the balance due to Sirdar d: Sons after charg- 
ing their sales commission at 5‘~c on the gross proceeds. 

Write UT> the accounts in the books of both the parties. No 
interest need be brought into account. 

A. 22C THE BOOKS OF SIRDAR & SO.VS 

JOINT ACCOUNT WITH THACKER & CO. 


To Bank— Cost of Goods 
„ „ — Freight, Insurance, etc. .. 

r „ —Discount on Bills 

Receivable . •! 

„ Thacker & Co. 

• Dock Dues & Storage Rs. , 
Rent . . 300 

Sales E.xpenses . . 250 

Commission .. 625 , 

„ ProSt and Loss Account — 

2/3rds share 

„ Thacker & Co. — 1 /3rd share 


Rs. P. 


7,500.00 Bv Thacker & Co.— 
550.00 Sale Proceeds 


1,175.00 

2,116.67 

1,03S.33 


Rs. 12,500.00 


Rs. P. 


.. 12,500.00 


Rs. 12,500.00 



To Joint Account— Sale Proceeds . . 12,;00.00 Bj 

Dock Dues & Storage R' 

Rent ■■ 

Sales Evrcn'cs - 

Commission .. o. 

„ Joint .Account— 

I 3rd share 
Bank-Sight Draft 

Rs. Tl^W.CO 


3,o:o.c-o 


1.175 TO 

1 055.33 
L:i5.67 

;2,50C.C0 
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IN THE BOOKS OF THACKER & CO 
JOINT ACCOUNT WITH SIRDAR & SONS 


1 

Rs pi 


Rs P 

To Sirdar & Co — 

Cost of Goods 

Freight, Insurance, etc 
, Discount on Bills Receivable 
„ Bank — 

Dock Dues & Storage Rs 
Rent 300 

Sales Expenses 250 

7,50000 
, 55000 

1 10000 

1 

By Bank— Sale Proceeds 

12,500 00 

’ , Commission 
, Profit & Loss Account— 
l/3rd share 

, Sirdar & Co — 2/3rds share 

' 62500 

i 058 J3 
2.11667 



Rs 

12,50000 

Rs 

12,50000 





SIRDAR & SONS 

1 

Rs P 


' Rs P 

To Bills Payable Account 
, Bank— 'Sight Draft 

300000 
7,266 67 

By Joint Account- 
Cost of Goods 
, Joint Account- 

Freight. losuranee, etc 
, Discount on Bills Receivable 
, Joint Account- 
2/3rds share 

7,50000 

550 00 
10000 

2,11667 

KS I 

10,26667 

Rs 

10 26667 






Q. 277. J Jones, A Armstrong and B Black enter into a joint- 
venture to divide profits equally They bought goods from C Smart 
& Co , jor Rs 12,500 and from J Jones for Rs 2,500 Jones contri- 
buted Rs 3,000, Armstrong Rs 4,000 and Blacfc J?s 9,000 which 
amounts were banked in a Joint Account They settled their account 
with Smart & Co by cheque and paid for carnage and other expenses 
Bs 750 They sold goods for cash Rs 6,500 ond to Smith & Son on 
credit for Rs 14,000, who accepted draft for the amount The accep- 
tance -was cashed and realised Rs 13,700 J Jones was allowed 5% 
commission on sales for effecting the transactions 

Pass Journal Entries and open the necessary accounts, assuming 
that final settlement between the parties was made by cheques 



JOINT VENTURE ACCOUNTS 
JOURNAL ENTRIES 


' .. Dr. 

Joint Account 

: F'jones^ Capitol Account 

. (Beint;Ve cost of Ldit purchase of thegoodsj 

^ .. Dr. 

^^o^! RmeV Capitol Account 
i A. Armstrong’s Capital Atxount 

; ’>• Black’s Capital Acwunt contributed by ■ 

, (Being the amount ot uapiwi 

' partners.) ^ — 

, .. Dr. 

i C. Smart & Co. 

i P ayment to C. Smart on ac^ 

.. ..Dr. 

I Joint Account 

1 ToBank . „.riace and other 

1 (Being the payment of carnage 

j expenses.) ^ 


1. A __ Dr. 

Bank Accoimt • • ' . . . t. 

Smith &Son •• 

To Joint Account ^ credit sale 

' (Being the amount of casn 

proceeds.) 

Bills Receivable Account • • 

' To Smith & Son gijj by Smith 

((Being the acceptance of our b 

i &SonO_ 


j ceaou-i __ pr. 

I Bank Account * ’ . . • • ” 

!°‘Tb1i1s Receivable Aixoum^^ discounting the 

i (Being the amount rea - 

I bill.) TTon 

i Joint Account . ' ’ 

I ’“'ifcffCV captel Accomt 

; (Being5%Comm.s^on o^rfm:)__ 

t as agreed credited to nisacj^ 


To J. Jones , pavatjie m 

; (Being5%Comm.s^on o^Ppt:)___ 

! as agreed credited to n^ 

, Joint Account . j ys^ccount 
To J. Jones Capital^ 

A. Armstrong s Capiiai 

Bliss’- 

proportions.) TTor. 

■ tSSs? c)SS A“°”' ■■■ - 

B.Blac'K’s - ” f the 

opital 

^ amounts^ standing to 


Rs. P. 

Rs. P. 

i5,tt5.«e 

12.5tt.ee 

2,5C?.tC 

16,66 o.et 

3, ete.tt 

4, CS0.C6 
9,etc.to 

12,550.60 

12,560.60 

750.C0 

750.«0 


6,5CC.tO 

i4,ccr.oe 

2e^c8.ce 


14,«CM0 


IS.’CP-tO 

3t5.es 


14,tC9.C0 


366.10 
1,625.60 ' 

3.425 CO 


14,ce0.*6 

3C6.e5 

1,625 60 


1,141.67 

1,141.67 

1,141.66 


7.666.67 

5.141.67 
10,141.66 


22,950.63 


Q .^.-IS 
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JOINT ACCOUNT 



Rs 


Rs 

ToC Smart and Co— Cost of goods 

12400 

By Bank— Sale proceeds 


„ J Jones — cost of goods I 

„ Bank— Carriage, etc 
„ Discount 

„ J Jones’ Capital Account — 

5% Commission on Sales 
„ Profits transferred — Rs P 

J Jones l/3rd share 1,14167 
A Armstrongirdshare 1,14167 
B Black ird share 1,141 66 

2,500 

750 

300 

1,025 

3 425 

„ Smtsh and Son— Sale proceeds 

14 000 

Rs 

20400 

Rs 

20400 


BANK ACCOUNT 



Rs P 


Rs P. 

To J Jones’ Capital Account 

300000 

By C Smart 

1240000 

r. A Armstrong s Capital Account 

4.00000 

„ Joint Account— Expenses 

750 00 

„ B Black’s Capital Account 

900000 

„ J Jones’ Capital Account . 

7,666 67 


650000 

„ A Armstrong’s Capital 



13.700 00 

Account 

5,14167 



„ B Black’s Capital Account 

1 10.141 6$ 

Rs 

36.20000 

Rs 

1 36,20000 


J JONES CAPITAL ACCOUNT 



Rs P 


Rs P 


7.66667 

By Joint Account— Goods 

2.500 00 


„ Joint Account— Commission . I 

1,025 00 



, Joint „ ird share of profit ' 

1,141 67 



„ Bank 

3,00000 

Rs 

7,66667 

Rs 

! 7,666 67 

1 


A ARMSTRONG s CAPITAL ACCOUNT 


Rs P 

' 

Rs P. 

5,141 67 

By Bank 

400000 

„ Joint Account— l/3rd share 

1,141 67 


of profit 

5,141 67 

Rs 

5,141 67 

^ - 










JOINT \XNTl-RE \CCOCNTS 


B. BLACK’S CAPITAL ACCOLT\'T 



1 Rs. P. 


Rs. P. 

To Bank 

10,141.66 

Bv Bank 

. . o.oco.to 



„ Joint .Account — 


1 

j 

l/3rd share of profit 

.. 1,141.66 


Rs. j 10,141.66 


Rs. 10,141.66 


“ ' 




Q. 278. X and Y entered into a speculative vejiture of under- 
icriting the subscription at par of the entire share capital of the 
Copper Mines Ltd., consisting of 10.000 shares of Rs. 10 each and to 
pay all expenses upto allotment. The profits icere to be shared by 
them in proportions of 3/5ths and 2/5ths. The consideration in 
return for this guarantee teas 1,200 other shares of Rs. 10 each fully 
paid to be issued to them. X provided the funds for Registration 
Fees, Rs. 1,200, Advertising Rs. 1,100. for printing and distribution 
of Prospectus Rs. 750 and other printing and stationery Rs. 200. 
y contributed towards payment of Office Rent Rs. 300, Legal Charges 
Rs. 1,375, Clerical Staff Rs. 900 and other petty disbursements Rs. 175. 
The prospectuses leere issued and the applications fell short of the 
ftdl issue by 1.500 shares. X took these over on joint account and 
paid for the same in full. They received the 1.200 fully-paid shares 
as underwriting commission. They sold their entire holding at 
Rs. 12.50 P. less 50 P. per share for brokerage. The net proceeds 
xcere received by X for 1,500 shares and Y for 1.200 shares. Write 
out the jiecessary accounts in the books of both the parties, showing 
the final adjustment. 


A. 

IxV X's LEDGER 
Y’s ACCOUNT 



Rs. 


Rs. 

To Joint Account — 


By Joint Account— OfTicc Rent 

300 

Sale proceeds of 1,200 shares .. 

14,400 

„ Joint Account— Lejns! charpes 

U25 


_ Joint .Account — Clerical Staff 

?00 



„ Joint .Account — Petty Payments .. 

„ Joint Account — 2 5ibs share of 

175 



profit 

4.5 60 



„ Ban'jc 

T.C-X) 

Rs. 

14.400 

Rs. 

1 

14.400 
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JOINT ACCOUNT WITH Y 



Rs 


Rs 

To Bank — 


By Bank— Sale proceeds of 1,500 

Registration Fees 

1,200 

shares at Rs 12 50 P. less 


Advertising 

1.100 

50 P brokerage 

18,000 

Pnnting and Distribution of i 



Prospectuses 1 

750 

1,200 shares at Rs 12 50 P 


Printing and Stationery 

200 

each less 50 P brokerage 

14,400 

„ Y s Account — 


Office Rent 

300 



Legal Charges 

1375 



Clerical Stail 

900 



Petty Payments 

175 

1 


Cost of 1,S00 shares of Rs 10 




each fully paid 

, 15 000 



, Profit & Loss A/c — 3/5ths share * 

' 6.840 



, Y’s Account— 2/5ths share , 

4.S60 



Rs j 

32,400 

Rs 

32400 


- ■ 


■ 


IN Ys LEDGER 
JOINT ACCOUNT WITH X 



1 

By Bank Account— 


Office Rent 

\ 300 

Sale proceeds of 1,200 shares 


Legal Charges 

1.375 

at Rs 12 50 P less 50 P. 


Clerical Stall 

1 900 

brokerage 

14,400 

Petty Payments 
„ X’s Account — 

175 

„ X’s Account — 

Sale Proceeds of 1,500 shares 

Registration Fees 

' 1,200 

at Rs 12 50 P per share lets 


Advertisement Charges ! 

Printing of Prospectus 

Printing & Stationery 

Cost of 1 500 shares of Rs 10 
each fully paid up 1 

„ Profit & Loss Account— 2/5ths ■ 
share 

„ X’s Account— 3/5tbs share 

1,100 

750 

200 

15.000 

4460 

6.840 

50 P brokerage 

18,000 

Rs 

1 32,400 

Rs. 

3^400 


X’s ACCOUNT 



Rs 


Rs 



By Joint Account — 



18000 

Registration fees 



I 7,090 

Advertising charges 




Printing and Distribution of 




Prospectus 



1 

Pnatisg and Stationery 



1 

Cost of l.SOO shares 




3/5ths share 


Rs 

2SJ)90 

Rs 

25.090 
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Q. 279. What is an Accoiint Current and hy icliom is such an 
Account rendered? 

A. An Account Current' is a statement, in debit and credit form, 
recording the transactions beUveen two parties during a particular period, 
interest usually being calculated on each item at an agreed rate and included 
in the account. It is usually rendered by (1) one dealer to another or (2) by 
a banker and his cHent, or (3) by an agent to his principal or (4) by a con- 
signee to his consignor. 


Q. 280. Describe the several methods of calculating Interest in 
Accounts Current. ' 

A. The following ^re the various methods of calculating Interest in 
Accounts Current; — 


(1) By Tables. Interest is calculated by Tables, on each item sepa- 
rately, from the due date of each transaction to the end of period of the 
account. The Interest Columns on both sides of the account are then added 
and the balance is carried out into the Principal Column. 

(2) By Products. This system consists in multiplying each amount by 
tlie number of days it has to run for interest, each such product being placed 
in the Product Column against the item. The Product Columns are then 
balanced, and the interest on the balance of the product is extended into the 
account. The interest is ascertained by the follovdng formula; — 


Interest = 


Balance of Pro duct s X 
3G5X100 


(3) By Interest Numbers. Tliis method represents a slight variation of 
the Product Method and is sometimes called the Enghsh Method although 
it is also extensively used on the Continent. It consists in dividing each pro- 
duct by 100, and the resulting figure is placed against each item in the column 
headed Interest Numbers. Tlie Number Columns are then balanced, and 
the Interest on the balance of numbers is extended into the account. In this 
case, the Interest is ascertained by the following formula; — 


Interest = 


Balance oj Numbers X Rate 


365 


Q. 281. How is ad Account Current headed, and hoic are the 
days accounted for the purpose of Interest? 

A. (r) An Account Current is really a copy of the Ledger Account 
of the opposite party in the books of the person rendering such account. 
Tlie person rendering the account is the one who is last named at the head 
of the Account. Thus. " P. Pa\Ti in Account Current with C. Donald ” 
would mean tliat the latter is rendering the account to P. Pavri from the 
transactions as recorded in his (C. Donald’s) books. 
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(b) In calculating days for the purpose of interest, it is usual to calculate 
one etid day and not both The day on which the transaction took place is 
generally ignored Where, however, the Account Current commences wth 
an opening balance, the opemng date will have to be counted as it would 
represent the balance that existed on the previous day When goods are sold 
under an arrangement that payment shall be due on a certain subsequent 
date, the number of days must be calculated from the latter date and not the 
date of the transaction 

Q. 282. The following transactions took place between i? 
Vtnayak and P Basu from 1st January to 30th June 1967 — 

1967 ^ Rs 


Jan 

1 

Sold goods to P Basu 

1,120 


10 

Received his acceptance at 2 months for 

500 

Feb 

15 

Cash received from P Basu 

600 

Mar 

2 

Bought goods of P Basu 

2,750 


3 

Accepted P Basu s draft at 1 month for 

1,000 

April 11 

Cash paid to P Basu 

1 000 


30 

Goods sold to P Basu, due end of May v 

. 1,200 

May 

11 

Bought goods from P Basu 

750 


31 

Sold goods to P Basu, due 10th June 

1,100 

June 

15 

Bought goods from P Basu 

1.500 


You are required to make out an Account Current to be rendered by 
R Vinayak as at 30th June 1967, taking Interest into account at 5% per 
annum, and showing the actual working under each of the usual three 
methods 

[For Answer see pp 279-80] 

Q. 283. Descnbe what you understand by the Average Due 
Date. 

A. Average Due Date means an equated date on which a payment 
may be made in one single amount in place of several amoimts due for pay- 
ment on different dates 

The following is the method of ascertaimng the average due date. — 

(1) Take the first due date of the transactions as the starting point 

(2) Calculate the number of days from the startmg pomt to the due 
date of each transaction 

(3) Multiply the amount of each transaction by its number of days 
from the starting point 

(4) Divide the total of the products by the total amount of the tran- 
sactions 

(5) The result will be the number of days of the average due date from 
the starting point. 



FIRST METHOD:— Interest is here cnlculcatcd. on each item separately, from the 
date of each transaction to the end of period of nccoimt. 

P. BASU in Account Current with R. VINAYAK 
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June 30 DyDalanceb/d. .. ,.( 693 75 



AA'ERAGE DUE DATE 


2S1 


Q. 284. A trader having accepted the jollowing several Bills 
falling due on different dates, now desires to have these Bills cancel- 
led and to accept a new Bill for the whole amount payable on the 
average due date. You are required to find that date. 


The Bills are; — 











Rs. 






1. 

March 

1 

400 

due 

May 


4th. 


2. 


10 

300 


June 


13th. 


3. 

April 

5 

200 

l> 

June 


8th. 


4. 


20 

375 

II 

May 


23rd. 


5. 

May 

10 

500 

II 

July 


13th. 

A. 

The starting point is 

4lh May. 





The number of days of each transaction from the starting point 
under; — 

1. 

4th 

May 

to 

4th 

May 


0 


2. 

4th 

May 

to 

13th 

June 

== 

40 


3. 

4th 

May 

to 

8lh 

June 

=r 

35 


4. 

4th 

May 

to 

23rd 

May 


19 


5. 

4th 

May 

to 

13th 

July 

= 

70 


400 


X 0 

= 

0 





300 


X 40 


12,000 





200 


X 35 

= 

7,000 





375 


X 19 

z= 

7,125 





500 


X 

o 


35,000 





1,775 




) 61,125 

nr 

34 days. 




.■ 

.the average due 

date is 


7th June. 
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ACCOIOTS OF JOINT STOCK COMP4NIES 

Q. 285. What is a Joint Stcch Company‘s 

A, A Joint Stock Company is an association ef persons carr>’mg on 
trade cr business for pumcses of tnofit, possessing a common canital diMded 
into shares vhich are held by the members in any proportions and ^vhlch 
are transferable 

Q. 2S6. What are the pnnctpal points of difference between a 
Joint Stock Company and an ordinary Partnership'^ 

A. (1) In a hnuted company, the Iiabihty of each shareholder is 
limited to the amoimt of the shares l^hlch he has agreed to contribute to 
its camtal, in a nartnership, e\ery partner is hable jointly and se%erally to 
an unlimited extent for the uhole of the debts of the firm incurred durmg 
the t me that be is a partner 

(2) In a partnership, the number of members must not exceed twenty 
in any business, and ten in case of banking In a limited company there is 
no such limit, except that in a public company there must not be less than 
seien persons and in a pniate one, not Jess than two 

(3) In a public company, shares are transferable without the consent 
of the other members, whereas m a partnership this is not possible 

(4) In a partnership, every member can take part in the management, 
and the acts of any partner withm the scope of the partnership business are 
binding on the firm, in a company the management is placed in the liands 
of a special body of shareholders ’called directors, and a shareholder cannot 
bmd his compan> fay his acts 

r* 

( 5 ) In a partnership, creditors of the firm ran proceed against the 
partnership property and also against the private property of each individual 
partner in case of necess^. In a company, the creditors cannot look to 
its members for pajTnent but nmst look to the assets of the. company and the 
uncalled capital for the satisfaction of their daims 

(6) In a partnership, the rights of members, as originally agreed upon, 
may be altered at any time by mutual consent of the partners The pow ers 
of a comjiany are gov emed by the Memorandum of Association which cannot 
be altered w^thout the consent of the Court 

(7) A company is legally required to have its accounts annually 
audited, there is no such compulsory requirement for a partnership 

(8) To death, retirement or bankruptcy of a partner dissolves the 
partnership, but a shareholder’s death, bankruptcy or retirement would not 
affect the constitution of the company. 
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Q. 287. What steps need he taken rb register a Public 
Company? 

A. In order to register a Public Company, the following dociunents 
must be filed v.-ith the Registrar of Joint Stock Companies; — 

(1) The hlemorandum of Association and the Articles of Association. 

(2) A statement of the Nominal Capital. 

(3) A list of persons who have consented to act as Directors. 

(4) A nTitten consent by the Directors to act in that capacity, 

(5) An undertaking by the Directors to take up and nay for their 
qualification shares. 

(6) A Statutory Declaration by the Solicitor or the Secretary that all 
the requirements of the Act have been complied wdth. 

(7) The Memorandum and Ai'ticles of Association after being signed 
by at least about seven persons must be stamped and lodged with 
the Registrar, who. if satisfied that everything is in order, will issue 
a Certificate of Incorporation. 

Q- 28S. What is a Memorandum of Association and ichat are 
its contents? 

A., A Memorandum of Association is the document of utmost imjwr- 
tance required to be registered on the formation of a company. It is a con- 
tract binding, the company and its members to the observation of its provi- 
sions. It is, so to say, a charter of the company for the gitidanco of tlic 
outside pubhc, defining the company’s powers and limiting the scope of its 
operations. 

Tlie Memorandum of Association contains the following clauses: — 

(1) Tlie name of the company with the word ‘‘Limited" at the end 
of tlie name. 

(2) The Domicile of the company {i.e. the country or the province in 
which the registered office of the company is. to bo situated). 

(3) The objects of the company (stating the purpose for which the 
company is formed, and defining its powers). 

(4) The Limitation of Liability (stating in what way the liability of the 
members is limited). 

(5) The Capital of the Company indicating the amount of share capital 
with which the company proposes to bo registered, and the number 
of shares into which it is divided. 

(6) The Declaration of As.sociation whereby the subscribers to the 
hlemorandum agree to form the company, and to take the number 
of shares stated opposite tlieir names. * 
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Q 289 What are the Articles of Associatton, and what matters 
do they usiuilly relate to^ 

A The Articles of Association are the regulations framed for the 
internal management of the ccannany, and by which the objects and powers 
of the company are earned mto effect Tlioy constitute a contract between 
the company on the one hand and the shareholders individually on the other 
hand, and also between the members infer se They are subordmate to and 
are controlled by the Memorandum » 

The Articles usually deal with the following points — 

(1) Share capital and its division mto various classes 

(2) Rights attaching to the different classes of shares 

(3) Calls on shares 

(4) Underwritmg commission 

(5) Transfer and Transmission of shares 

(6) Lien on shares 

(7) Forfeiture of shares 

(8) Conversion of shares mto stock 

(9) Share warrants 

(10) Alteration of capital 

(11) Directors their numbers, powers duties qualification remuziera> 
tion disquahfication and rotation. 

(12) Proceedings of Directors 

(13) General and Extraordinary Mectmgs 

(14) Proceedmgs at Meetings 

(15) Voting rights of members 

(16) Notices 

(17) The Common Seat 

(18) Dividends and Reserve 

(19) Accounts and Audit, etc, etc 

Q 290 Mention the main points of distinction between Public 
Companies and Private Companies 

A A Pubhc Comi>any is one whidi mvites pubhc subscription for its 
share capital. 

A Private Company is one which by its Articles of Association — 

(a) Limits the number of its members to fifty (exclusive of jiersons 
who are or who have beenun the onidoyment of the company) 
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(b) Prohibits any invitation to the public for the subscription of its 
shares or debentures. 

(c) Restricts the right to transfer its shares. 

(d) The restrictions placed upon Public Companies in regard to the 
filing of prospectus, allotment of shares, appointment of directors a.nd com- 
mencement of business do not apply to Private Companies. 

(e) A Public Company requires at least seven persoris to register it. 
whereas in a Private Company the minimum number of persons required 
is two. 

Q. 291. Vy'hat restrictions are placed an the Allotment of Shares 
in a Public Company? 

A. A Public Company cannot proceed to allotment of shares unless 
the following conditions are complied with: — 

(1) That the minimum subscription as fixed bj- the Memorandum or 
Articles and named in the Prospectus, or if no amount is so fixed, then the 
whole of the share capital so offered for subscription has been applied for. 

(2) That the amount payable on application on each share shall not 
be less than five per cent of the nominal amount of the share. 

(3) That the sum payable on application has bee.n received in cash by 
the company. (Under the English Companies Act, 1929, it is provided that 
if a cheque has been received in good faith and the Directors ha%-e no reason 
for suspecting that the cheque will not be paid, it \'.'ill be treated as cash 
although it may not be cleared before the allotment of shares.) 

(4) For the purpose of the minimum subscription, no amount of share 
capital payable othen.\-ise than in cash should be taken into account. 

If the aforesaid conditions are not complied v.-ith within 120 days (40 
days in England) after the first issue of the Prospectus, all money received 
from the applicants should he returned forthwith. -Any default in this res- 
pect will render the directors jointly and severally liable for the repajtticnt 
of the money 130 days (4S days in England) after the issue of the Prospectus 
with interest at 7?i (5''<, in England) per annum. 

Q. 292. What restrictions are there on the Coynmcnccmcnt of 
Business by a Public Company? 

A. A Public Company cannot commence business or exercise any 
borrowing powers unless — 

(1) Shares, wholly payable in cash, have been aliotte-d to the c.xicnt of 
the minimum subscription: 

(2) Ever.* director has paid cash to the coir.p.':r.y on shares take:: up 
by him to the san:e extent as the public: 
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(3) A Statutory Declarabon by tiie Secretary or a Director to the effect 
that the aforesaid conditions have been complied with has been filed snth 
the Registrar, and 

(4) Where no Prospectus is issued a Statement in lieu of Prospectus 

has been filed ivith the Registrar ^ 

On filin g the abo\e declaration the Registrar will issue a Certificate* 
entitlmg the company to commence busmess 

Though no borrowmg powers be exercised till the aforesaid condi- 
tions are comphed with a company can nevertheless offer debentures for 
subscription simultaneously with the shares 

Q 293 What restrictions are placed on the Appointment of 
Directors tn a Public Company‘s 

A No person is capable of bemg aopointed a Director of a Public 
Company by the Articles or named as a Director m any Prospectus unless 
he has previously himself or by his agent authorised in wnting — 

(1) Signed and filed with the Registrar of Compames a consent in 
WTitmg to act as such Director, and 

(2) Either signed the Memorandum for the number of shares not less 
than his qualification if any, or signed and filed ^vlth the Registrar a contract 
m writing to take from the Company and pay for his qualification shares, 
if any 

Q 294 What is a Prospectus’ Give a brief summary of its 
contents 

A A Prospectus may be defined as any notice, circular, advertisement 
or other invitation to the pubhc for subscription or purchase of any shares 
or debentures of a company 

It must be dated and signed by all the directors named therem, and a 
copy must be filed with the Registrar before pubhcation Every copy issued 
to ine public must state on the face ol it Tiiat a copy has been so filed wtin 
the Registrar 

The foUowmg is a brief summary of matters required to be stated in 
a Prospectus — 

(1) The contents of the Memorandum (except when published as a 
newspaper advertisement) 

(2) The qualification and remuneration of directors 

(3) The names, addresses and descriptions of directors and managers 

(4) The minimum subscription and the amount payable on application 

and allotment ' 
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(5) The amount of purchase money for any protjerty acquired and the 
amount of goodwill. 

(6) The names, etc. of the vendors, and the amount payable to them 
in cash, shares or debentures. 

(7) The number and amount of shares and debentures issued as fully 
or partly paid up otherwise than in cash, and the consideration for which 
they have been so issued. 

(8) The amount or the rate of Undenvriting Commission and commis- 
sion on placing shares or debentures. 

(9) The amount or estimated amount of Preliminary E.vpenses. 

(10) Date of and parties to any material contract and the time and 
place at which they can be inspected. 

(11) The names and addresses of the Auditors (if any) of the 
Company. 


(12) Particulars of any director’s interest in the promotion of or the 
property proposed to be acquired by the Company, 

payable to him in cash, shares or other\ns(^ ( ^ 

(13) Where the shares ai-e of cliff erOTU class^’f^c rights of voting 
attaching to each class. 

The followng further particid^b^ be included in a Prospectus 


published in England: — 

(14) The discourti, i^fa^^U^vable on shares offered. 

(15) Particulars||M^^^^?tedecmable Preference Shares. 

(16) ca.se0^if( already existing company, a Report by the Auditors 

of the Ibe profits of and dicidends paid in each of the ihioe 

precedii^pit^^^l years. 

(17) If any of the proceeds of the issue arc to be applied in purchasing 
a business, a Report by the Accountants named in the Prospectus as to the 
profits of each of the three preceding years of the business. 


a.^fil^rf already existing company, a Report by the Auditors 
At^-'to the profits of and dicidends paid in each of the ihioe 
kdal years. 


Q. 295. V/hat is Minivitim Subscription and ivhy slioidd it be 
stated in the Prospectus? 

A. hlinimum Subscription is the amount fixed by the l.Iemo.-andum 
or Articles and named in the Prospectus as the least amount of shares which 
should be .subscribed for by the public before the directors can proceed to 
allotment. If no .such amount is fixed, then tlie v,-hoIe of the capital offered 
for subscription must be subscribed by the public. 
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The object of this provision is to ensure that sufficient capital is avail 
able for the requirements of the company before it commences busmess 

The Compames Act 1956 has already defined the mimmum subscrip- 
tion It IS the amount which in the opinion of the Directors must be raised 
in order to provide for — 

(a) the Purchase Price of any property acquired or to be acquired and 
payable in cash 

(b) Preliminary Expenses 

(c) Underwriting commission or commission on placmg shares 

(d) the payment of any moneys borrowed by the company for any of 
the foregoing matters and 

(e) Workmg Capital 

Q 296 What ts Share Capital^ Describe the several terms 
applied to the Share Capital of a Company 

A Share Capital represents the total amount of shares subscribed by 
the shareholders to serve as capital for the Company 

Authorised Nominal or Registered Capital represents the total amount 
of Share Caoital authorised by the Memorandum of Association and with 
which the Company is registered 

Issued Capital is the amount of shares that have been offered to the 
public for subscription for cash and to the vendors as fully or partly paid 

Subscribed Capital represents that portion of the Share Capital as has 
been taken up by the public and the vendors ? 

Called up Capital represents the amount of money called up on the 
shares actually subscribed 

Paid up Capital is that portion of the called up capital as has actually 
been paid up by the shareholders as also the extent to which the shares ha\ e 
been issued as paid up 

Calls m arrear represent the extent to which the shareholders have not 
paid the calls made on them 

Uncalled Capital is the amount remaining to be'^alled on the shares 
actually issued to the pubbc or the vendois 

Reserve Capital represents that portion of the subscnbed capital which 
has not been called up and which the Comoany by special resolution has 
declared not to be called up excent m the event of and for the purposes of 
windmg up 
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Q. 297. Explain end define the dif event classes of Shares 
usiiclbj issued hy Joint-Stock Companies. 

A. Tlae foiIo*.ving ^vere the classes o: shares h^sued bv Joint-Stcck 
Corr.paries before the Companies Act, 1956. came into force: — 

Ordinary- Shares or Equity Shares a.re those *.vhich do not carry any 
specia! rights or primieges excepting the ordinary right of every sharch.oldcr 
to participate in the annual profits. 


Preferred Ordinary Shares are those which have a rieht to a fixed divi- 
dend. after the preference shareholders have been paid their dividend. 

Deferred Ordinary Shares are those which rank for dividend after the 
preferred ordinary shareholders are paid their dividend. 

Preference Shares are those whuch rank for dmdend in priority to any 
other class of shareholders out of the available profits. The preference share- 
holders may also have a prior claim to refund of capital in the event of a 
v.'inding-up. The preference dividend is payable each year only out of the 
profits of that year. 

Cumulative Preference Shares are those whose holders are entitled to a 
fixed dividend each year no; only out of the profits of that year, but v.-hc.se 
right to such dividend accumulates tili it is paid, and the arrears o: such 
dividend form a first charge up-on any subsequent year's profits. Tne arrears 
of diAndend thus become a Contingent Liabihty and are shown as such in the 
Company’s Balance Sheet Preference Shares are al'A-aj-s assumed to he 
cumulative, unless the Articles expressly provide otheni-ise. 


Deferred. Founders’ or Management Shares are those the holders of 
which have to wait for their diridend until all other classes of shareholders 
have ’oeen paid their diridend. Such shares are usually issued to the founders, 
promoters or vendors and cany with them a right to a su’fcstantird portion of 
the profits after all other prior claims are satb'fied. 

Kcdeeraable Preference Shares. — ^These are a now class of shares which 
an English Compemy can now issue under the (English; Companies -Act. 
19C9, if so authorised by its Articles. These shares must be fully paid and 
the company can provide for their repayment by creating a Spc-cific Rescn.-c 
for the seme out of distributa’&Ie profits. 


Participating Preference Shares are th'cse which 
addition to the fi-xed preference dividend, a right to 
profits after ail the ether shareholders have received a 
done. Tne Participating Preference Sha.reholdcrs ma 
rich; t-o participate in the distri'nution of surplus asset, 
the cbscluticn cf the company. 


give to the holders in 
share in the surplus 
specified rate of diwl- 
y also have a further 
? winch may rc.-^ult on 


Guaranteed Preference Shares cany the right 
which b gnaranteoc. either by the vencjrs or by 


to a fixed rate of diiidcnd 
seme t'nird party. 


e o- 


3 


in me 
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erent of the company not making suffident profits to pay such dividend, 
the guarantors have to pay the same out of their peisonal resources. 

Under Sections 85 end £6 of the Companies Act, 1956, a Company 
issue now (1) Preference Shares and (2) Eqmty Shares only. 

Q. 298. What are Debentures? Mention the different kinds of 
Debentures issued by companies. 

A. Debentures are documents evidencing loans borrowed by companies 
for fixed periods, rroajTnent of which is generally secured to the lenders bj^ 
some diarge on the company’s assets, and carr3'ing a certain rate of interest 
They are generally repaj'ahle at the end of a definite period or are irredeem- 
able during the existence of the company. Irredeemable Debentures are 
mostly issued fay Railways and other similar public utility enterprises. 

The following are the various kmds of Debentures to be met with in 
prsc^ce: — 

Simple or Naked Debentures afiord no diarge on the property of the 
company, and the holders of such Debentures, therefore, rank as ordinary 
unsecured creditors. 

Registered Debentures are debentures registered in the names of the 
holders m the books of the company and the transfers of these must be 
registered in the books of the company as in the case of shares. 

Bearer Debentures are payable to bearer. They are negotiable instru- 
ments and are transferable by mere delivery. 

Floating Debentures are those which nre secured by a floating charge 
on the assets of the company. Such a charge practically covers all the Coeq- 
peny’s assets including floating assets suth as book debts, stock, etc. and 
whereas it does not pre\’ent the company from dealing with those assets in 
course of the ordinary busmess, it creates a charge upon them in favour of 
debenture^olders as against other creditors, in case of failure on the part 
of the company. 

Slortgage Debentures are those the repayment of which is secured by a 
fixed charge or mortgage on the permanent assets of the company such as 
Buildings, Plant, Slachiaery, eta 

Q. 299. Discuss the difference between a 5/iarehoIder and 
a Debenture-holder. 

The main points of distinction betw’een a Shareholder and a 
Debentureholder are as under: 

(a) A shareholder is a proprietor or partner in the company, whereas 
a Debenture-holder is a loan creditor of the company. 

(b) A shareholder participates in fli& profits of the ccanpany and that 
too only when a dividend is declared. A Debenture-holder is entitled to a 
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fbcecl interest on his loan irrespective of whether the Company has made 
profit or not. 

(c) Shareholders exercise some control in the management of the com- 
pany by voting at general meetings, but the Debenture-holders have no right 
of interference in the management of the company so long as ihe term." of 
the Debentures are complied vrith. 

(d) In the event of liquidation, a Debenture-holder .stands to be paid 
out his loan before any shareholder is repaid anj-thing in respect of share 
capital. 

Q. 300. What Statutory Books and Documents, other than 
Boolcs of Account, are required to be kept by every Company? 

A. Every Limited Company must compulsorily maintain the following 
Statutory Books over and above the usual Boolrs of Account: — 

(1) Register of hlembers. 

(2) Index of Members. 

(3) Annual Return to be made by Company having a Share Capital. 

(4) Minute Books. 

(5) Register of Directors, J^Ianagers, Managing Agents, Secretaries and 
Treasurers. 

(6) Register of Contracts, Companies and Firms in v/hich a Director 
or Directors are interested. 

(7) Register of Charges. 

(8) Register of Debenture-holders and Index to the same. 

(9) Register of Directors' Shareholding, etc. 

(10) Register of Selling Agents under Section 356. 

(11) Register of Supply or Rendering of Services under Section .357. 

(12) Register of Buying .Agents under Section 35S. 

(13) Rogi.ster of Commission, etc. of Managing .Agents under Section 359. 

(14) Register of Contracts with Managing Agents under Section 360. 

(15) Register of Investments not held in company's name under Sec. 49. 
(IG) Directors’ Attendance Book. 

Q. 301. Give a list of the usual Statistical Books maintained by 
int-Stock Companies in addition to the Statutory Books. 

A. The following Statistical Books are usually* maintained; — 

(1) Share .Application and .Allotment Book. 

(2) Share Call Books. 

■ (3) Register of Share Transfers. 

(4) Register of Debenture-holders. 

(5) Shareholders’ Divido.nd Book. 

(6) Debenture Interest Book. 

(7) Register of Certifications and Balance Tickets. 

(8) Debenture Tran.sfer Register. 

(9) Agenda Book. 

(10) Directors’ Attendance Book. 

(11) Register of Sealed Documents. 

(12) Register of Powers of Attorney'. 

(13) Register of Share Certificates. 

(14) Register of Probates. 

(15) Register of Share Warrants, etc., etc. 
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Q 302. Give a hnef descnvtton of the purpose and contents of 
five important Statutory Books 

A, (1) Register of Members — This book must contain the names, 
addresses and occupations of the members, the number of shares held by 
each member, the amount paid up on. each share, the date of becoming a 
member and ceasing to be sucdi 

It IS the entry on this book which is the sole evidence of membership 
The Register facilitates the making of Calls, nayment of Dividends, Transfer 
of shares verification of the volmg rights of each member and the settlement 
of the List of contributories in the event of hquidation 

(2) Annual List of Members and Summary Book — ^The list must con- 
tain the names, addresses and occupations of all persons who have been mem- 
bers of the company since the date of the last return (or the date of incorpo 
ration if it is the first return) till the date of the first or only ordinary general 
meeting m the year It must also state the number of shares held by each 
existing member soecifying the shares transferred during the oeriod CQ\ered 
by the return by all persons who are the existing members or have ceased 
to be members 

The Return must contain a summary of shares issued for cash and those 
issued os fully or partly oaid ud otherwise than in cash Besides that, it must 
contain p 2 itticulars as to the share capital and its division, the total number 
of shares issued, amount of calls made, received and unpaid, amount of 
undenvritmg commission and commission on placing shares, shares loneited, 
share ^^arrants outstandmg, issued and surrendered, names, addresses and 
occupations of each director and manager, and the amount of debt secured 
by mortgages and charges 

The purpose of this Annual Return is to enable the Company and the 
Registrar of Jomt Stock Companies to see that the number of memners is 
not reduced below the minimum and also in the case of a Private Company, 
that the number does not exceed fifty It also enables the oarticulars as to 
share capital, mortgage, etc contained m the Balance Sheet to be verified 
U’lik the Jieturn 

(3) Register of Mortgages and Charges — This book must contam a 
short description of the property mortgaged or charged, the amount of the 
mortgage or charge and the names of the mortgages or persons entitled 
thereto 

This book IS of utmost importance from the point of view of the creditors 
of the Company The existence of this book enables a loan creditor or a 
creditor for goods supplied to see what assets of the company have been 
mortgaged or charged, and whether the remaining assets are sufficient or 
not to cover the other unsecured Labilities of the company In the absence 
of such a book, there is nothing to stop the company from creatmg more 
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than one floating charge over the same assets. Tne interest of the loan 
creditors would thus be jeopardised. 

(4) Register of Directors and Itlanagers. — ^This book must contain the 
names, addresses and occupations of the Directors and IManagers of the 
Company. 

The public can at any time ascertain who are at the helm of the concern. 
Moreover in the event of ^^dnding up. the Liquidator or the Court can defi- 
nitely ascertain as to which of the Directors and Managers are guilty of 
negligence, misfeasance or breach of trust. 

(5) iVIiniite Books sen.‘e to maintain a record of all proceedings at the 
general meetings of shareholders and of the meetings of the Company’s 
Directors. A nunute signed by the Chairman of the meeting at which the 
proceedings were had. or by the Chairman of the next succeeding meeting, 
w'ill be prima {acic evidence of the proceedings as recorded. The Directors’ 
and the Shareholders' Jvlinute Books are usually kept separate. 

These books are permanent records of various acts performed on belialf 
of the company and which require the sanction of the directors or of the 
company in general meeting. At any later date it can be ascertained whether 
the acts performed were sanctioned by the requisite majority, and whether 
the meetings held were properly constituted. 

Q. 303. What is the difference beticeen Stocks and Shares? 

A. (1) Stocks must always be fully paid, but shares need not be fully 

paid. 

(2) Shares must have distinctive numbers, but no numbers are allotted 
to stock. 

(3) Stock can be transferred in fractions or in multiples of a certain 
amount, e.g. Rs. 5, 10, 15 and so on. but each share must be transferred as n 
whole and not in fractions. 

Q. 304. Can a cornvanij issue redeemable preference shares? 
If so, in what way can such shares be redeemed? 

A. A company can issue Redeemable Preference Shares under Section 
SO of the Companies Act. Mo such shares can be redeemed unless they are 
fully paid up. The redemption of Redeemable Preference Shares cm be 
effected by the following two methods: — 

(1) Out of profits which would other’.wsc be available for dividend; or 

(2) Out of the proceeds of a fresh issue of shares made expressly tor 
the purpose of redemption. 
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If th® R^demp^ion is eSected out of Rofits a sum equal to the amount 
reqtured to redeem the shares must b® transferred out of the Profits to a 
Reserve Fund called Capital Redemption Reserve Fund- 

If the shares are redeemed out of the p’weeds of a fresh issue, the 
premium (if any) pa>able on redemntion shall be pro\rded for out of jjrofits 
before redemption. 

Q 305. Hoto are the amounts due on shares usually payable‘s 
In order to h®]p the puWie to subscribe towards the share capital, 
th® amounts due on shares are usually pajable instalments, although there 
IS nothing in the Compani®s Act to pirohib t a Company from calling the 
I)a>'Tn®at of the full face value along with applications The amount payable 
along with appLcation (not less than cf face salue) is known as Appli- 
cation DQJO'it, the instalment pa>ahle on Allotment is called Allotment 
lion®}, and furth®r instalments are known as First Call, Second Call, etc 

Q. 30G Oescnbe bnefiy the procedure tn regard to Application 
for and Allotment of Shares 

A. A Form of Application ts usually attached to the Prospectus whidi 
a piAhc compan} issue m order to invite the public to subscribe for its 
shares The Apohcauon Fonns duly filled m are sent by the auphcants with 
the amount oajable on apohcation to the company’s bankers, or to the regis- 
tered office of the compan} , as desired m the prospectus Arrangements are 
usuall} made w^th the companj^s bankers to receive apnhcation iiione}S and 
credit the same to separate accounts for each class of shares offered by the 
company V/hen the Application Lists are closed according to the notice 
given in the prospectus, the Aophcation Forms together wilh the relative 
Pass Books are handed ov er by the bankers to the compan} The Pass Books 
are checked with the applications which are numb®red consecutively and 
filed in a serial order 

On the I*Imimum Subscription being reached, tne allotment ^eels are 
prepared, and Ih® Directors croceed to allot «^hares The Directors must pass 
a resolution allo*tmg shares to the difierent applicants and instructing the 
Secretary to is'nie Letters of Allotment to the sev eral Allottees, and Letters of 
Regret to such of the applicants as have not be®n allotted any share' The 
Letter of Allotment must distinct!} state the amount du® by the allottee and 
the date rilhm which it should be paid. Full Tiarticulars as to the resolution 
should be entered m the llmute Book. Each allotment sheet is then initialled 
by th® Chairman for idertification. Full details of anolications ard allot- 
ment are entered m a Stati«1ical Book called the Share Application and 
Allotment Book, 
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Q. 307. What record is made in the Statistical Books regardina 
Applications for and. Allotment of Shares? Give a speennen of a 
Share Application and Allotment Book. 

A. A Share Application and Allotment Book, the form of which is 
given on page 296, is kept, wherein the details of eaclT application, viz. the 
serial number and date of application, the name, address and occupation of 
the applicant, the number of shares applied for, and the amount of application 
deposit received, are recorded. 

After the allotment is made and the letters of allotment are peoted, 
further detailed record is made in this book as to the date of allotment (i.c. 
the date of the Board's Resolution allotting shares) , the number of shares 
allotted to each applicant noth their distinctive numbers and the amount due 
on allotment from each allottee. 

On receipt of allotment moneys, details of cash received, the date of 
receipt and the Cash Book Folio are entered in their rc.spective columns. 

There is a further set of columns provided in this Book for Application 
moneys returned to those applicants who have been refused allotment. 

Q. 30S. What entries need be made in the Financial Books in 
regard to Application and Allotment of Shares? 

A. The amounts received on applications as shown by the Pass Book 
arc entered on the receipts side of the Cash Book from day to day, with 
details of each application as follows: — 

CASH BOOK (Receipts Side) 


Date Details L.F. Bank 

' To Share Application Account 


Being the application deposits at Rs. 2 
per share reccisccl as under : — 
.Application 


No^. 


Rs. 

' 1. 

A. B. Padshah — 20 Shares 

40 


R. P. Shroff— ICO „ 

200 

3. 

N. J. Dinshaw — 150 „ 

300 

' 


540 

The Share 

Application -Account is 

then credited with the daih' totaL in 


the Financial Ledger. 

If the capital is over-subscribed, some r.ppiicat:on.s v.-ill h.ave to be 
rejected, and the deposits received on such applications will be rctunmd 
together with Letters of Regret. The following Cash Beck ent",' will "oe 
pas.vod in regard to the return of application deposits. 

[Contef. Cl p. CC-7 
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Contd. from p. 295] 

CASH BOOK {Payments Side) 


Date 1 

j 

By Share Application Account 

Being application money returned at 

Details ’L.F. Bank 

i 

Rs. 2 per share to the following 

J 


applicants who have been refused 
allotment : — 

P. Sorabji — 20 Shares Rs. 40 
j N. Naoroji — 16 „ „ 32 

j D. Ganpat — 30 „ „ 60 

S 132 


In the Ledger, the Share Application Account v.*ill bo debited uith these 
amounts from the Cash Book. 

On the allotment being made, the credit balance on Share Application 
Account is transferred to Share Capital Account by means of a Journal EntiT 
as imder: — 

Share Application Account . . Dr. 

To Share Capital Account 

A further Journal Entry will be made for the total allotment money 
due in respect of shares allotted, thus, 

Share Allotment Account . . Dr. 

To Share Capital Account 

On the allotment moneys being received, they ivill bo entered from day 
to day in the Cash Book under the heading of Share Allotment Account as 
follows: — 

CASH BOOK (Receipts Side) 


Date Details L.F. Bank 

I To Share Allotment Account 

Being the allotment money received 
\ at Rs. 3 per share as under: — 

P. Smith Rs. 450 

J. Jones „ 210 

R. Modi „ 102 


From the Cash Book, postings will be made of thc.=e amounts to the 
credit of Share Allotment Account in the Lodger. As the Allotment Account 
is debited at first with the total amount due thereon and is then credited with 
the amounts received from time to time, it follows that the debit balance on 
Share ^‘Vllotmcnt Account, if any, would represent the allotment moncy.s i.n 
arrears. Wlien the total amount due on allotment Ls received, the Sh.ire 
Allotment Account will get squared and no balance will appear thereon. 
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Q. 310. What Statistical Record is maintained of Calls made 
on Shareholders? Give a specimen of a Share Call Book. 

A. A separate Share Call Book is kept wherein full particulars of the 
Calls due from each member are entered after the Call Notices have Ixien 
despatched. In this hook will be entered the name and address of each 
member, the number of shares held by him, the total amount of calls due 
from him and the amount paid. If any Calls are in arrear-s, they arc c.':- 
tended in another column, and the amount received in respect - thereof 
together with any interest will be recorded later. A separate column is 
reserved for amounts received in Ad%'ance of Calls, since these moneys are to 
be kept separate until the appropriate Call is made. 

The form of Share Call Book Ls as shown on page 29G. 

Q. 311. A Company teas formed toith a capital of Rs. 15.00,000 
in shares of Rs. 10 each. It offered to the public 1,00,000 shares 
payable Re. 1 per share on application, Rs. 2 per share on allotment 
and Rs. 3 per share as First Call. The balance of Rs. 4 per share was 
to he called only i7t case of necessity. Applications tvere received 
for 90,000 shares and the shares were accordingly allotted. All the 
money was duly received with the exception of Allotment money on 
200 shares .and First Call on 500 Glares. 

Journalise the whole of the transactions and show the opening 
Balance Sheet of the Company, 

A. JOURNAL ENTRIES 


L.F. Rs. Rs. 

Bank Account . . . . . . . . Dr. 90,000 

To Share Application Account 90,000 

(Being the .applicaiion deposit of Rc. 1 per sh-arc received 
on 90,000 shares.) 

Share Application Account . . . . . . Dr. 90,000 

i To Share Capital Account 90,000 

I (Being the transfer of Share Application Account to 
I Share Capital Account.) 


Share Allotment Account .. .. .. Dr. l,80,OC0 

j To Share Capital Account 1,'^O.CCO 

! (Being the total amount due on allotment of 90.000 
Shares at Rs. 2 per share as per Board's Resolution 
; dated .) 


I Bank Account .. .. .. .. Dr. 1,79,600 

I To Share .Allotment Account 1,79,60'"' 

(Being the amount received cn account of Share 

; Allotment.) 


■ Share Fir-t Call Account . . , . . . Dr. 2,70,000 

To Share Capital .Account 2,70, tt'O 

’ (Being the total amount due on First Call of Rs. 3 
per share on 90,0C0 shares as per Board's Resolution 
dated .) 


Bank .Account . .. .. .. Dr. 

To .Share Fir^t Call Account Z/'^.SOO 

j (Being the amount received on account of First Call.) 
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A. 

CASH BOOK 


Rs- Rs. 

To Share App'iicatioa Accounr : — Bj Share Application Account •— 

Application Deposit of Rs. 2 t Application Deposit on 10,000 

per share received on 1,20,000 ' shares returned . 20,000 

shares applied for . .12,40,000 ..Balancecd. . 5,C0]CC0 

„ Share Allotment Account ; — i 
Amount received on Allotment 
at Rs- 3 per share . . 2,SO.OCO 

Rs. 1 5,20,000 R,. 5,20,000 

> - . 

To Balance b^d. ..}5,00,000 


l 
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SHARE CAPITAL ACCOUNT 




Rs 


Rs. 

To Balance c/d 


s.ooooo 

By Share Application Account 
„ Share Allotment Account 

2,00,000 

3,00,000 


Rs ^ 

5,00.000 

Rs 

5,00,000 




By Balance b/d 

5,00,000 


Q. 314. A Limited Company with a Registered Capital of 
Rs 5,00,000 in shares of Rs 10 each, issued 20,000 on such shares, 
payable Re 1 per share on application, Rs 2 per share on allotment 
and Rs 3 ver share three month s Jate r All the moneys payable on 
allotment were duly received, but on the First Call being made, one 
shareholder paid the entir e balance on his holding of 300 sha res and 
five shareholders with a total holding of 1.00 0 shares fatled" tff“ i}dy 
t}isJ!i!:st_Call_ori,JheiT_jhgrfis. Give Journal Rntnes toTecord~Jhe~~ 
above transactions and show the Company’s Balance Sheet. 


A. JOURNAL ENTRIES 



Bank Account 

To Share Application Account 
(Being the amount received as application deposit on 
20,000 sharet at Re 1 per share) 

Dr. 

Ilf. 

1 

! 

Rs 

20,000 

Rs. 

20,000 


Share Application Account 

To Share Capital Account 

(Being the transfer of Application Account to the 
latter Account ) 

Dr 


20,000 

20,000 


Share Allotment Account 

To Share Capital Account 

(Being the amount due on allotment of 20,000 shares 
at Rs 2 per share as per Board’s Resolution of— ) 

Dr. 

1 

40,000 

40,000 


Bank Account 

To Share Allotment Account 
(Being the amount received on allotment of Rs 20,000 
shares ) 

Dr. 


40,000 

40,000 


Share First Call Account 

To Share Capital Account 

(Being the total amount due on First Call on 20000 
shares at Rs. 3 per share as per Board's Resolution 
dated ) 

Dr 


60,000 

60,000 


Bank Account 

To Share First Call Account 
(Being the amount received on First Call) 

Dr. 


58,200 

58,200 


Share First Call Account 

To Calls in Advance Account 
(Being the amount received in advance of Calls on 300 
shares ) 

Dr. 


• 1,200 

1,200 




BALANCE SHEET OF THE 


CO. LTD. 


Capital and Liabilities Rs. 

Assets 

Rs. 

Authorised Capital : — Rs. 

50,000 shares of Rs. )0 Mch 5,00,000 

Cash at Bank 

. 1,18,200 

Issued Capital : — 

20,000 shares of Rs. 10 each 2,00,000 



Subscribed Capital 

20,000 shares of Rs. 10 each 2,00,000 



Paid-up Capital ; — 

20.000 shares of Rs. 10 each 

Rs. 6 per share called up 1,20,000 

Less Calls in arrears 3,000 

1,17,000 

Calls in advance 1,200 



Rs. 1,18,200 


Rs. 1,18,200 


Q. 315. What are Preliminary Expenses, and hoic should they 
be shown in the ptchlished accounts of a company? 

A. Tliese are the expenses which must necessarily be incurred for tht 
purpose of forming a new company. The follounng items are usually 
included under this head: — 

(1) Cost of registering the company. 

(2) Stamp Duty and Fees on the Nominal Capital. 

(3) Fees and Stamp duties of the documents filed with the Registrar. 

(4) Cost of preparing and printing the Memorandum and Articles of 
Association. 

(5) Cost of preparing all preliminary agreements including stamp 
duties. 

(6) Cost of preparing, printing and circulating the Prospectus. 

(7) Valuers’ fees for valuing assets proposed to be acquired. 

(8) Accountants’ charges for certifying profits. 

(9) Cost of preparing and printing Share Certificale.s, Letters of Allot- 
ment, Debentures, Trust Deed, etc. 

(10) Cost of the Books of Accounts, Statutory and Statistical Books and 
the company's seal. 

As the amount expended under this head is of a non-rccmring nature 
and as it results in getting the Share Capital subscribed, it is deemed desirable 
not to charge the whole of it to the first year's -Hcvcnue Account but to 
distribute it over a reasonable number of years, say from 3 to 5 years. 

It may bo pointed out that there is nothing in the Companies Act to 
compel a company to write off its Preliminary' Expenses within any stated 
number of years, and the expenditure under this head may bo permanently 
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capitalised, if a comoany so desires, and shown as an asset in the Balance 
Sheet In any case, it would be a fictitious and an intangible asset, and as 
the permanent capitalising of such an item cannot be said to be a sound or 
a prudent measure from the viewpoint of finance or accounting it would 
seem desirable to extinguish it from the books as early as the net profits would 
admit 

The total amount of Prelinunaiy Expenses or so much of it as has not 
been written off must be shown under the head ‘ Miscellaneous Expenditure ” 
on the assets side of the Balance Sheet 

Q 316 The Articles of Association of a Company permit the 
directors to receive from Shareholders payment in advance of Calls 
and to allow interest on such advances Is such interest necessarily 
dependent upon profits and how should such Calls in Advance and 
interest due thereon he treated^ 

A 'When the Articles of a company permit the directors to nay inteiest 
on money received in advance of calls, such interest is never dependent upon 
profits and must be paid even when the comnany makes a loss The mterest 
due and paid is debited to the Profit & Loss Account as an expense and not 
as an appropriation of profit The entry for interest outstanding is— 

Interest Account Dr 

To Outstanding Creditors 

The amormt received in advance of Calls should be credited to Calls 
in Advance Account and must be shown quite distmct from the called up 
capital It must further be noted that Calls in Advance are not entitled to 
any dividend, but only carry a certain rate of mterest provided the Com 
pany s Articles authorise such interest to be paid. 

Q 317 Can a company issue Shares at a Premium^ What 
entry need he passed in connection with Premium on Shares and how 
can such Premium he ultimately dealt with by the company"^ 

A A Company can issue its shares at a premium, i e at a higher 
price than the face value, provided there is a public demand for such shares 
at a higher value The Premium received on issue of shares must not be 
mixed with the Share Capital moneys, but must be credited to a separate 
account styled “ Premium on I^ue of Shares Account ”, and shown, as a 
separate item on the liabilities side of the Balance Sheet under the main 
heading “ Reserves and Surplus ’ 

The amount earned by a comtiany by issue of its shares at a premium 
cannot be said to be nrofi-ts earned m the usual course of its busmess, and 
as such, must be treated as Capital Profits and not transferred to Profit and 
Loss Account The best method of dealing with such an extraneous source 
of gam would be to utilise it m issuing fully paid Bonus Shares, m providing 
for the premium payable on redemption of Redeemable Preference Shares or 
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of nny debentures of the Company or in writing down fictitious assets such 
as Preliminary Expenses, Brokerage, or Underwriting Commission on Sb.ares, 
Discount on Debentures, or Cost of Issue of Debentures. It may be even 
utilised in %\Titing down Goodwill Account, if any. (Section 7S.) 


Q. 318. A Limited Company issued 5,000 Preference Shares of 
jRs. 10 each at a prcinium of Rs. 4 per shore payable Re. 1 per share 
on Application, Rs. 6 per share on Allotment (including premium), 
Rs. 3 on First Call and Rs. 4 on Fhml Call. The shares iccre all sub- 
scribed and the 7?ioncy duly received except the First Call on 1,000 
shares and the Final Call on 1,500 shares. Give Journal Entries to 
record the above transactions and open Ledger Accounts. 

A. 

JOURNAL ENTRIES 


1 B.ink Account 

! To Preference Share Application Account 
(Being the amount received on application of 5,000 
Preference Shares at Re. 1 per share.) 

,L.F. 
Dr. , 

> Rs. 
5,000 

! 

Rs. 

5, COO 

' Preference Shaa' Application Account 
; To preference Share Capital Account 

t (Being the transfer of Application money to Share 
. Capital Account.) 

Dr.' 

5,000 

^ f 

1 

5,000 

1 

' Preference Share Allotment Account 

1 To Preference Share Capital Account 

i .. Premium on Shares Aecount 

(Being the total amount due on allotment including 
' Rs. 4 per share payable as premium on 5,000 shares 

allotted.) 

Dr. , 

1 

1 

i 30.000 

I 

10,000 

20,OCO 

' Bank Account 

' To Preference Share Allotment Account 

(Being the receipt of total amount due on allotment.) 

Dr. ! 

1 

\ 

30.000 

30,000 

Preference Share First Call Account 
’ ' To Preference Share Capital Account 

' (Being the amount due as First Call on 5,000 shares 
at Rs. 3 per sh.arc.) 

Dr. ; 

i 

15,000 

15,000 

Bank Account 

[ To Preference Share First Cill Account 

' (Being the First Call amount received on 4,000 shares.) 

Dr. 

i 

12,000 

12,000 

; Preference Share Final Call .-Nccouni 

To Preference Share Capital Account 
(Being the amount vluc in respect of Final Call of 
Rs. 4 p>er share on 5,000 Preference Shares.) 

1 

Dr. 

20,000 

20,000 

’ Bank Account 

To Preference Share Final Call Account 

Dr. * 

14. COO 

14,000 


' (Peins the receipt of Final Call on 3,500 .shares at 
Re 4 per share.) 


Q s -20 
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PREFERENCE SHARE APPLICATION ACCOUNT 




Rs 



Rs. 

To Preference Share Capital 
Account— Transfer 


5.000 

By Bank 


5,000 


Rs. 

S.OOO 


Ri. 

5.C00 


PREFERENCE SHARE ALLOTMENT ACCOUNT 



, Rs 


Rs 

To Preference Share Capital 



Account 

. 10,000 

By Bank , i 

30,000 

„ Preference Share Premium 

Account 

20,000 




Ri. 30.000 

Rs. 

30,000 


1 — - 1.1- 


«TB f ■ M 


PREFERENCE SHARE PREMIUM ACCOUNT 





Rs. 



By Preference Share Allotment 




Account 

20,000 



Rs. 

20,000 


PREFERENCE SHARE FIRST CALL ACCOUNT 



1 R’ 

By Bank 

Rs 

12,000 

Account 

1 15,000 

„ Balance c/d. 



Rs 15.000 

Rs 

15,000 

To Balance b/d. 

. l' 33300^ 

! 



PREFERENCE SHARE FINAL CALL ACCOUNT 




Rs 


. ! 

Rs 

To Preference Share Capital 
Account 


20.000 

By Bank 

Balance c/d 

"1 

■ 14.C00 
6,000 

To Balance b'd. 

Rs 

TOfiOO 

6fiOO 


RS j 

1 

20,000 
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PREFERENCE SHARE CAPITAL ACCOUNT 




t 

■ Rs. 

1 


! 

Rs. 

To Balance c/d. 


. . 50,0C0 

By Preference 

Share 

Application 



Account 



5,000 



1 

„ Preference 

Share 

Allotment 



1 

t 

Account 
„ Preference 

Share 

First Call" 

lO.OCO 




Account 
„ Preference 

Share 

Final Cali 

15.C00 




Account 



20,000 



Rs. 50,000 

1 



Rs. ; 

50,CCO 



t— 

j 1 

By Balance b/d. 


•• 

50,000 


Q. 319. Can a company issue its Shares at a Discount, and, if 
so, under what conditions can such an issue be made? 

A. It is now lawful for a company to issue at a discount shares in the 
Company of a class already issued ; 

Provided that — 

(a) the issue of the shares at a discount is authorised by a resolution 
passed in general meeting of the company and is sanctioned by 
the Court; 

(b) the resolution states the maximum rate of discount (not exceeding 
10% in any case) at which shares are to be issued: 

(c) not less than one year must, at the date of issue, have elapsed since 
the date on which the company was entitled to commence business; 
and 

(d) the shares to be issued at a discount must be issued within tw*o 
months after the date on which the issue is sanctioned by the Court 
or witliin such extended time as the Court may allow. 

Every Prospectus relating to the issue of the shares and eveiy Balance 
Sheet issued by the Company subsequently to the issue of the shares must 
contain particulars of the discount allowed on tJie issue of the shares or of 
so much of that discount as has not been WTitten off at the date of the issue 
of the document in question. (Section 79.) 

Q. 320. Can a Company call the moneys due on Debentures by 
instalments? What entries should be passed in connection with the 
issue of Debentures? 

A. Moneys due on Debentures can be called by instalments in just 
the same manner as in case of shares. The entries to be pa.«ed in connection 
with the issue of Debentures follow* on the same lines as the entries relating 
to share capital issue w'ith the only difference that the ultimate credit in this 
case w'ill bo given to Debentures Account. 
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Q. 321. May Debentures he issued at a discount or at a pre- 
mium'^ How should the vremium be treated tn the books’ 

A. Debentures may be issued at a discount, unless the Articles forbid 
such an issue Such discount must be notified to the Registrar of Companies 

The amount of discount must also be shown in the Prospectus and in 
every Balance Sheet until written off completely 

Debentures issued at a discount cannot be exchanged later on for fully 
paid shares of the same nominal value, as such a procedure would amount 
to an issue of shares at a discount 

Debentures hke shares may also be issued at a Premium and the pre- 
mium received should be credited to Debenture Premium Account Smce the 
premium received is not a nrofit earned in the usual course of the business,^ it 
should not be transferred to Profit and Loss Account, but should be utilised 
in -writing off expenses of issumg Debentures, or in writmg dowm fictitious 
assets such as Preliminary Expenses, or be credited to Debenture Redemption 
Fund Account, if any 

There is, however, nothing to prevent a company from treating this 
premium as a Reserve Profit and distributing the same in dividends, unless 
the Articles forbid such a course 

Q. 322. What entries should he made tn the books of a com- 
pany when the Debentures are issued at a discount"^ 

A. When Debentures are issued at a Discount, Bank Account is debited 
with the actual amount received. Discount on Debentures Account is debited 
with the total discount allowed on the whole issue, and Debentures Account 
is credited with the full nominal value of the Debentures issued The Dis- 
count on Debentures is a loss, but it should not be completely written off in 
the year in which the Debentures are issued, since the benefit to be derived 
from the amount borrowed by the issue of Debentures -will contmue till the 
Debentures are redeemed Where the Debentures are redeemable after a 
fixed period, a proportionate amount of the Discount should be written off 
out of revenue every year during which the Debentures are outstanding. 
The debit balance left on the Discount on Debentures Account will continue 
to be sho-wn separately on the assets side of the balance Sheet until it is 
completely written off 

Where the Debentures are irredeemable, the Discount on Debentures 
should not be allowed to stand m the books permanently, but should be 
written off -withm a reasonable period While writing up the Books of 
Accounts, care should be taken to distmguish Cash Discounts from the Dis- 
count on Debentures, smce the latter needs special treatment as described 
above 

Where any other expenses are incurred on’' the issue of Debentures, 
it IS usual to debit such expenses as well as the Discount on Debentures to one 
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account called “ Cost of Issue of Debentures.” The whole of the cost of 
issue should then be spread equally over the number of years for wliich the 
Debentures are to run and a proportionate amount charged off to Profit & 
Loss Account each year. Tlie balance not written off will in the meantime 
appear on the assets side of the Balance Sheet as under : — 

Cost of Issue of Debentures 
Balance not written off. 


Q. 323. A Limited Company issued Rs. 5,00,000 S% First 
Mortgage Debentures in bonds of Rs. 1,000 each at par, payable 20^c 
on Application, 30/o on Allotment and the balance three months 
later. The^^money icas didy received. Pass Journal Entries to 
record the, above. 


JOURNAL ENTRIES 


\ 1 
/ 


L.F. Rs. 

j Rs. 

j Bank Account 

( To Debenture Application Account 
j (Being the amount received on applications of Debenture 

1 Bonds.) 

Dr. 

h00,0C0 

i 

j 

l.OO.CCO 

' Debenture Application Account 

To First Mortgage Debentures Account 
( (Being the transfer of the amount received on applications 
( for Debentures.) 

Dr. 

1,00,000 

- 1,00,CC0 

i Debenture Allotment Account 
j To First Mortgage Debentures Account 

(Being the amount due on allotment of Debentures.) 

Dr. 

1,50,0C0 • 

1,50,0C0 

* Bank Account 

' To Debenture Allotment Account 

, (Being the amount received on allotment of Debentures.) 

Dr. 

1,50,CC0 

1,50,000 

Debenture First aad Final Call Account 
j To First Mortgage Debenture*; Account 

(Being the amount due on First and Final Call on 
j Debentures.) 

Dr. 

2,50,000 

2,50.000 

Bank Account 

* To Debenture First and Final Call Account 

Dr. 

2,50.CC0' 

2,50,0C0 


(Being the amount received on First and Final Cal! on 

Debentures ) ' ! 

; ! 


Q. 324. Rs. 5,00.000 Debentures in Bonds of Rs. 500 each arc 
issued by a Limited Company at a premium of 5V( payable Rs. 275 
per bond on application (including the premium) and the balance 
on allotment. Mahc the necessary Journal and Cash Book Entries 
on the amount being duly received. 



^10 


QtTmoXS v<p W‘^\'ERS IN rOOtJ^EETLVG i ACCOCVIXVC 




ToD NSBICT-A’^ISIJ'Q Nctumt— 
AtD'’-nt pr sr'>2uUTn d*n-» its 
on 1 0*0 de'^iarcs ai Rv 25 
r«r d'lvntUT 

f. D NMn.Tr ND^'CTieni AtvoLut — 
Ali-'tmtasT mro"' Trai>Ti ren 
1 000 d'>«niur«s sJ Ri. 25 rcj 
df'^ntuf 

^ I>*btnniir Ca’l Accouai— 

Call m-MT-r ir'ci'fd on IKW 
d't^tufss aT Rv 4$ d'V'cn* 
ti-re 

Rs. 



To Ral&n't b d- 
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JOURNAL ENTRIES 


L.F.’ Rs. 

f 

Debenture Application Account . . . . Dr. I 25,000 

To Debentures Account 

(Being the transfer of the Debenture Application 
Account to Debentures Account.) 


Rs. 

25,000 


Debenture Allotment Account .. .. Dr. 

To Debentures Account 

(Being the amount due on allotment of 1,000 Debentures 
at Rs. 25 per Debenture.) 


Debenture Call Account .. .. .. Dr. 

To Debentures Account 

(Being the Call of Rs. 45 per debenture made on 1,000 
Debentures.) 


25,000 

25,000 


45,000 

45,000 


Discount on Debentures Account . . . . Dr. 

To Debentures Account 

I (Being the Discount at 5% allowed on the issue of 1,000 
1 . Debentures of Rs. 100 each.) 


5,000 

5.C00 


Q. 326. On JaniLarrj 1st, 1962, The Pictorial Journals Ltd., 
ofered /or stibscripfiou 4,000, 5% Debentures of Rs. 100 each, repay- 
able in five years at par. The price of issue xoas Rs. 97. The Deben- 
txtres were allotted on Jamiary 3rd. Show the Discoinit on 
Debentures Account for the five years after issue. , 


DISCOUNT ON DEBENTURES ACCOUNT 


1962 


1 

1 

Rs. 

1962 1 


j 

i 

1 

! Rs. 

Jan. 1 

1 

1 

1 

To Debentures Account 

1 

t 

, .1 

1 

12,000 

Dee. 31 j 

1 

1 

1 

By 

»» 

Profit & Loss Account ! 
(U5ih of Rs. 12,000 ^ 
written off) 

Balance c/d. 

i 

i 

2,400 

1 9,600 


j 

Rs. ' 

12,000 

! 

i 


Rs. 

12,000 

1963 

1 

( 


1963 ; 




Jan. 1 

! To Balance bM. 

! 

1 

) 

1 

9,600 

Dee. 31 j 

1 

By 

Profit & Loss Account 
(l/5th of Rs. 12,000 
written off) 

Balance c/d. 

2,400 

7,2C0 


i 

1 

Rs. ' 

9,600 

i 


Rs. 

9.600 

1961 

{ 

1 



1964 1 




Jan. 1 

I 

1 To Balance b/J, 

1 

1 

• 

7,200 

1 

Dee, 31 

By 

t 

Profit A Loss Account 
(l;5th of Rs. 12,000 
written off) 

Balance c/d. 

2,400 

4.?00 


' 

Rs. 

7,2C0 


\ 

Rs. ' 

7,200 




— 




i — , 
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DISCOUNT ON DEBENTURES ACCOUNT— confd 


i96S 

1 

Rs 

1965 , 

1 

Rs 

Jao 1 

To Balance b/d 

4 800 

Dec. 31 1 

1 By Profit & Loss Account > 
(l/5th of Rs 12 000 1 
written off) 

1 M Balance c/d 

2.400 

2.400 



Rs 4 800 


1 ^ 

4 800 

1966 



1966 1 



Jan. 1 

To Balance b/d 

2400 

Dec. 31 1 

By Profit & Loss Account 

1 (l/Sth of Rs 12000 

written off) 

2400 



Rs 2,400 


Rs 

2 400 


Q 327 What entries are made when (a) Debentures are 
issued at par and are repayable at a premium, and (b) when they are 
issued at a discount and are repayable at a premium^ 

A (a) When Debentures are issued at par and are repayable at a 
premium, the following entry is passed — 

Rs Rs 

Bank Account Dr 

(with the par value received) 

Loss on Isme of Debentures > 

(with the excess amount agreed to be paid 
representing the ditterence between the par 
Value and the premium payable) 

To Debentures Account 

(with the face value of the Debentures) 

Premium on Redemption of Debentures A/c. 

(with the premium agreed to be paid) 

The Loss on Issue of Debentures Account will be spread equally over 
the number of years the Debentures are to run and a proportionate amount 
will be charged off to Profit and Loss Account each year, the balance not 
written off appearing m the meantime on the assets side of the Balance Sheet, 
under its distinct heading 

The Premium on Redemption of Debentures Account will appear as a 
distinct liability apart from the Debenture Account year after year durmg 
the period the Debentures are running When the Debentures become 
repayable, the credit balance of Premium on Redemption of Debentures 
Account will be transferred to the Debentures Account and on the Debenture- 
holders bemg paid out the whole amount including the premium, the Deben- 
tures Account will be debited and thus closed 

It must be noted that the provision to be made in respect of redemption 
of the Debentures must be inclusive of the premium amount 

(b) When the Debentures are i^ued at a discount and axe repayable at 
a premium, the whole of the difference represented by the actual amount 
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realised at the time of issue and the amount repayable inclusive of the pre- 
mium will be debited to Loss on Issue of Debentures Account. 

^ I 

Q. 328. A Company issued Rs. 1,00,000 worth of 6'^( Deben- 
tures at par repayable after 10 years at a premium of 5 [7. Pass the 
necessary entry to record the transaction. 

A. Rs. Rs. 

Bank Account Dr. 1,00,000 

Loss on Issue of Debentures „ 5,000 

To Debentures Account 1,00,000 

Premium on Redemption of Debentures 5,000 

Note. — As the Debentures are to last for 10 years, one-tenth of the 

Loss on Issue v.dll be charged off to revenue each year, so that by the time 
the Debentures empire, the whole of the Joss would be equally distributed. 

Q. 329. A Company issued Rs. 1,00,000 worth of 6^^ Deben- 
tures at a discount of 5^0 repayable after 10 years at a premium of 
5%. Pass the necessary entry to record the transaction. 


A. ; Rs. Rs. 

Bank Account Dr. 95,000 

Loss on Issue of Debentures ,. 10.000 

To Debentures Account 1.00,000 

„ Premium on Redemption of Debentures 5.000 


Note. — In this case, the loss represents the difference between the dis- 
count and par value as also the par and the premium value. Tne whole of 
this loss of Rs. 10,000 v.dll be spread equally over the 10 years the Debentures 
are to run, and a proportionate amount will be charged off to revenue each 
of these years. , 

' Q. 330. What are Vendors’ Shares? What entries need be 
passed in regard to Purchase of B^isiness by a Company and the pay- 
ment of purchase co7\sideration by the issue of fully or partly-paid 
shares to the vendors? 

A. Vendors’ Shares are ' thDSo_^vliich are issued to the sellers of a 
concern in full or part satisfaction of the^purchase price. When a company 
purchases a running concern, the following entries are passed to record the 
transaction ; — 

(1) Enin' to record the purchase of the business and indicating ihe full 
purcliase price agreed upon : — 

R.S. Pi^s. 

Bu.'jiness Purchase Account Dr 

To Vendors . 
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(2) Entry recording the several assets and liabilities of the business 
taken over and explaining hovr the total purchase price is made up* — 

Each Asset Account 
To Each Liability Account 
„ Business Purchase Account 

Notes: — (a) When the net intrinsic worth of the business as represented 
by the total worth of its assets minus the liabihties is less than the purchase 
price the company has agreed to pay, the excess amount must be debited to 
Goodwill Account 

(b) If the net intrinsic worth of the business as determined by its total 
assets minus habihties comes to more than the purchase consideration, the 
company stands to gain on the purchase, and such gam (not being a profit 
earned in the usual course of the business) must be credited to Capital 
Reserve Account. 

(3) Entry to record the payment at purchase price — 

Rs. Rs. 

Vendors’ Account Dr 

To Share Capital Account .... 

(to the extent to whi^ the shares issued 
to the Vendors are considered as paid- 
up) 

To Bank Account .... 

(for any payment in cash.) 

Note. — If for the purpose of the issue of such shares either as fully or 
partly paid, the shares are valued at a premium, such premium must be 
credited separately to a Share Premium Account. 



Q. 331. The Indian Mouufacturmg Company uias tncorporafed 
on 1st January 1967 with a Capital of Rs 5,00,000 divided into 2,000 
7 2 % CumulaCtve Preference Shares of Rs 100 each and 0,000 Equity 
Shares of Rs 50 each to take over the business of Messrs B. & C. 
at the following valuation: — 



Rs 

Land and Buildmgs 

1,50,000 

Machinery and Plant 

60,000 

Stock-m-trade and Work-m-PTogress 

30,000 

Book Debts 

15,000 

Goodwill 

95,000 


Rs 3,50,000 
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The consideration was to be the issue to the Vendors of 500 Preference 
Shares, 4,000 Equity Shares and the balance Avas to be paid in cash. 

Of the remaining Capital, l-,500 Preference Shares and 1,500 Equity 
Shares were issued to the public, payable one-fifth on application, two-fifths 
on allotment and two-fifths on a call to be made on February 15th. Subscrip- 
tions were received for 1,600 Preference Shares and 1,300 Equity Shares, 
the application paj'ments on 100 Preference Shares bfeing returned to the 
applicants. All the remainder were allotted on January 25th. The pay- 
ments due on allotment were received, and settlement made with the Vendors. 
The Call was made in due course and on March 1st Rs. 20,000 had been 
received on accormt of same from Preference Shareholders and Rs. 18,000 
from Equity Shareholders. The Preliminary E.vpenses amounted to Rs. 4.500. 
VTite up the books and accounts necessary to give effect to these transactions 
and show the statement of the Capital in the Balance Sheet as at Mardi 1st. 

A. 

JOURNAL ENTRIES 


1967 
Jan. 25 



L.F. Rs. 

Rs. 

Preference Share Application Account . . . . Dr. 

To Preference Share Capital Account 
(Being the transfer of application money received on 

30.000 ' 

t 

30,000 

i 

1,500 Preference Shares.) 




„ „ Equity Sh.ire Application Account . . . . Dr. ' 

To Equity Share Capital Account i 

(Beins the transfer of application money received on 
1.300 Equity Shares.) 


„ Prcfcrcrtcc Share Allotment Account .. .. Dr. 

To Preference Share Capital Account 
''’cing the amount due at Rs. 40 per share on 1,500 
— Preference Shares allotted as per Minute dated 
J.anuary 25th.) 


Equity Share Allotment Aecount . . . . Dr. 

To Equity Share Capital Account 
(Being the amount due on 1,300 Equity Shares at 
Rs. 20 per share allotted as per Nlinute dated 
January 25th,) 


13,000 ' 

! 13,000 


60,000 , 

' 60,000 

! 


26,000 

26,000 


Business Purchase Account . . . . Dr. 

1 To Vtndors’ Account 

} (Being the Purchase Con.sidera*ton payable to the 
I Vendors for the assets acquired by the Company as 

! per the agreement dated and adopted by the 

! Board on ) 

j 

„ Land and Buildings Account . . . . Dr. 

Plant and Machinery Account 
, Stock-in-Trade .Account 
Sundrj’ Debtors Account 
Goodu ill .Account 

To Business Purchase Account 
(Being the incorporation of the assets taken over from 
the Vendors.) 


3,50,000 ! 

3.50,0C0 


I.50.PC0 

60.tC0 

30.000 

15.000 i 
95,0C0 , 

i 3,5O,CC0 

i 

i 
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PREFERENCE SHARE APPLICATION ACCOUNT 



j Rs. 



Rs. 

To Preference Share Capital 
Account — Transfer 
„ Bank 

f 

.! 30.000 
.' 2,000 

By Bank 

• 

. 32.000 

Rs. 

1 32,000 


Rs. 

32,000 

EQUITY SHARE APPLICATION ACCOUNT 




Rs. 



Rs. 

To Equity Share Capital Account — 
Transfer 

. 13.0C0 

By Bank 

- 

. 13,000 

Rs. 

13,000 


Rs. 

13,000 






■ 

PREFERENCE 

SHARE ALLOTMENT ACCOUNT 




Rs. 



Rs. 

To Preference Share Capital 
Account— Transfer 

. 60,000 

By Bank 

• 

. 60,000 

Rs. 

60, COO 


Rs. 

60,000 





— 



EQUITY SHARE ALLOTMENT ACCOL'NT 



} 

Rs. 


Rs. 

To Equity Share Cipilal Account — 
Transfer 

26,000 

By Bank 

. . 26,000 


Rs. 

26.000 

t 

Rs. 26,000 

PREFERENCE SHARE CALL ACCOUNT 



i 

1 

1 

Rs. 


R.S. 

To Preference Share Capital 
Account— Transfer 

••I 

60,000 

By Bank 
^ Balance c,il. 

. . 20.000 
..' 40.0CO 


Rs. J 

60,0C0 


Rs. ^ 60,000 

To Balance b,'d. 

"i 

40,000 


> 
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EQUITY SHAKE CAtL ACCOUNT 




1 R. 



Rs 

To Equily Share Capital Account — 
Transfer 

26000 

By Bank 
. Balance e/d 


18000 

8000 


Rs 

i 26000 


Rs 

260C0 

To Batance b/d 


1 S/WO 



! 


PKEFERENCE SHARE CAPITAL ACCOUNT 



Rs 


Rs. 

To Balance c/d 

2C0000 

By Preference Share Application 
Account 

„ Preference Share Allotmeot 
Account 

„ Vendors Account 
„ Preference Share Call Account 

30 OCO 

60000 

50000 

60000 


Ra 200000 

Rj 

200000 


1 

By Balance h/d j 

2,00000 


EQUITY SHARE CAPITAL ACCOUNT 




Rs 


Rs 

To Balance c/d 


1265000 

i 

1 

By Equity Share Application 
Account 

. Equity Share Allotment 
Account 

„ Vendors Account 
„ Equity Share Call Account 

13 00O 

' 26000 
200 OCO 
! 26000 


Rs 1 


Rs 

2,65000 




By Balance b/d 

1 2.65 COO 


BUSINESS PURCHASE ACCOUNT 



Rs. 


Rs 

To Vendors Account 

340000 

By Land and Build ngs 

150.000 



* Plant and Machinery ' 

60000 



Progress 

i 30000 



„ Sundry Debtors 

' 15 000 



„ Goodwill 


j 

340000 

Rs 

340000 
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VENDORS’ 

ACCOUNT 


' Rs. 1 


Rs. 

To Preference Share Capital Account.. 50,000 
„ Equity Share Capital Account . . 2,00,000 
„ Bank ..p. 00,000 

By Business Purchase Account 

.‘ 3,50,000 

Rs. 3,50,000 

Rs. 

3,‘SQfiCQ 


THE IHDIAK MANUFACTURING COMPANY LTD. 
BALANCE SHEET 
As at 1st March 1967 


Liabilities 

i Rs. 

Assets 

Rs. 

Authorised Capital : 

Rs. 1 

Fixed Assets ; 

Rs. 

2,000 7i% Cumulative 

) 

Goodwill at cost 

9S,0C0 

Preference Shares of 

1 

Land &. Buildinc; at cost 

1,50,000 

Rs. 100 .each 

2,00,000 1 

Machinery and Plant at 


6,000 Equity Shares of 

1 

cost 

60,000 

Rs. 50 each 

3,00,000 , 


3,05, CCO 


. 

Current Assets : 


Rs. 

5,00,000 > 

Stock-in-Trade and Work-in- 


( 

Progress at cost 

. . 30.000 

Issued Capital : 


Book Debts 

.. 15,000 

2,000 71% Cumulative 

1 

Cash and Bank Balances : 


Preference Shares of 


Cash at Bank 

. . 62,500 

Rs. ICO each 

2,00,000 : 

Miscellaneous E.xpendiiure & Losses : 

5,500 Equity Shares of 

i 

Preliminary Expenses 

4,500 

Rs, 50 each 

2,75,000 ; 



Rs. 

4,75,000 ! 



Subscribed and Called-up Capital : 



1,500 71% Preference 

1 



Shares of Rs. 100 each 

! 



fully callcd-up 

1,50,000 



500 71% Preference 




Shares of Rs. 100 each 




issued to the vendors 




as fully paid-up 

50,000 ; 



1,300 Equity Shares of 




Rs. 50cach fulK caficd-up 65, GOO 



4,000 Equity Shares of 




Rs. 50 each issued to 




the vendors as fully 




paid-up 

2,00,000 



Rs. 

4,65,000 



Less Calls unpaid as under : 




Rs. 




On preference Shares 40,000 



On Euuity Shares S,C00 




- 48,000 4,17,000 




Rs. 4,17,000 


Rs. 4,17.r<0 

— 

— ■-— 

—rrr- ■ r:-~- rjr:::; 



Q. 332. The Blank Companu Ltd., icas registered xclth a 
Capital of Rs. 10,00.000 consisting of 50,000 Equity Shares of 
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Rs 10 each and 50,000, 71% Preference Shares of Rs 10 each. It 
purchased the going conceru of Messrs. Bloch and Brown for 
Rs 2,50,000 on the basis of the following Balance Sheet: — 


BALANCE SHEET OF BLACK & BROWN 


Liobiliiies 

1 

Assets 

Rs 

BbUs Payable 

Sundry Creditors 

Capital 

1 19,000 

1 80000 
. 2,20,000 

1 

1 

Cash at Bank 

Bills Receivable 

Book Debts 

Stock 

Furniture and Fixtures 

Plant and Machinery 

Freehold Premises 

4.000 

5.000 

50.000 

70.000 

10.000 
1,20,000 

60,000 


Rs 13.19.000 

Rs 

3,19,000 


«■ 




The purchase price was to be paid Rs 50,000 in fully-paid Equity Shares, 
Rs 50,000 in fully-paid Preference Shares, Rs 50,000 in fully-paid Debentures 
and the balance in cash The remainder of the shares were offered to the 
public payable Rs 2 per share on Apolication, Rs 3 on Allotment and Rs 4 
on First Call, and were taken up and paid for The vendors were duly paid 
the purchase consideration Record the above transactions by means of 
Journal Entries and draw up the Company’s Balance Sheet 


A. 


JOVRNAL ENTRIES 




LP. 

Rs 

Rs 


Dr 


2,50,000 


To Black & Brown (Vendors) 




2,50,000 

(Being the agreed coosideralioo for (be purchase of 





business taken over from Vendors) 





Freehold Premises 

Dr 




Plant & Machinery 



1,20.000 


Furniture and Fixtures 



10.000 


Stock 1 

. 


70,000 


Book Debts 



50,000 


Bills Receivable 



5,000 


Cash at Bank 



4 000 


Goodwill 



30000 


To Bills Payable 




19,000 

,. Sundry Creditors 




80,000 

„ Business Purchase Account 




2,50,000 

(Being the incorporation of the Sundry Assets and 





Liabilities making up the Fuitiiase Consideration ) 






Dr 


1,80,000 


To Preference Share Application Account 




90 000 

„ Equity Share Application Account 




90,000 

(Being the application moneys received on 45,OOC 





Preference Shares and 45fi00 Equity Shares at 





Rs 2 per share ) 
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JOURNAL ENTRIES— conld. 


1 

i 


i 

!l.F.| Rs. 

Rs. 

' Preference Share Application Account 

J Equity Share Application Account 

Dr. 

j 90,000 
, 90,000 

I 

; To Preference Share Capita! Account 

' „ Equity Share Capital Account 

' 

( 

1 

■ 

90,000 

90,000 


(Being the transfer of Share Application amounts to the 
respective Capital Accounts.) 


i 

; 



Preference Share Allotment Account 

Equity Share Allotment Account 

Dr. 

'1,35,000 
; 1,35,000 



To Preference Share Capital Account 
„ Equity Share Capital Account 



1.35.000 

1.35.000 


(Being tne allotment money due on 45,000 Preference 
Shares and 45,000 Equity Shares at Rs. 3 per share 
as per Board's Resolution dated .) 


1 

1 


1 Bank Account 

Dr. 

j2,70,0C0 


'• To Preference Share Allotment Account 

1 „ Equity Share Allotment Account 


i 

1 

t 

\ 

1,35,000 

1,35,000 

j (Being the allotment money received on Preference and 
j Equity Shares ) 


1 


1 Black and Brown (Vendors) 

Dr. 

,' 2 , 50,000 


j To Preference Share Capital Account 

1 „ Equity Share Capital Account 

; „ Debentures Account 

' „ Bank 


1 

< 

50,000 

50,000 

50,000 

1,00.000 

! (Being the payment of purchase consideration to the 
j Vendors by the issue of 5,000 fuliy-paid Preference 

1 Shares. 5,000 fully-paid Equity Shares, Rs. 50, COO 

i Debentures and the Balance in Cash.) 


i 

i 

I 

( ! 

1 

‘ ! 


! Preference Share First Call Account . . s . 

j Equity Share First Call Account 

Dr. 

»* 

1,50,000 

jl.SO.OCO 


( To Preference Share Capital Account 

, „ Equity Share Capital Account 



1,50,000 

1,50,000 

1 

1 (Being the amount due as First Call on 45,000 Preference 
Shares and 45,000 Equity Shares at Rs. 4 per share 

1 as per Board’s Resolution dated .) 




1 Bank Account 

Dr. 

1 

‘3,60,000 ’ 


; To Preference Share First Call Account 

; ,. Equity Share First Call Account 

{ 

! 

; 

( 

1 

l.SO.OCO 

1,50,000 

(Being the First Call amount received on 45,000 
Preference and 45,000 Equity Shares.) 

: 

^ 1 

1 



Q \ -U1 
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BALANCE SHEET OF THE BLANK COMPANY LTD AS AT 


Authorised Capital 
7i per cent 50 000 Preference Shares 
ofRs 10 each 

SOOOOEquUyShaiesofRs lOeacb 


Subscribed Capital 
50 000 Preference Shares of Rs JO 
each 

50 000 Equity Shares of Rs 10 each 
Rs 

Paid up Capital 

5 OOO Preference Shares of Rs 10 
each issued as fully paid 
45 000 Preferenc Shares of Rs 10 
each Rs 9 per share called up 
5 000 Equity Shares of Rs 10 each 
issued as fully paid 
45000EquitySharesorRs lOeach 
Rs 9 per share called up 


Bills Payable 
Sundry Creditors 


50 OM 
405000 
50000 
4 05 OOC 


Assets 

Fixed Assets (at Cost) — 
Goodwill 
Freehold Premises 
Plant and Machinery 
Furniture and Fixtures 

Qirrent Assets 
Stock at Ctist 
Sundry Debtors 


30 000 
60 000 
120000 
10 000 


i^oco 

5 000 


Q 333 The X Y Z Co , Ltd , acquired the running business 
oj P & Q on the basis of the following Balance Sheet — 


Liabil lus 

! R. 

Assets 

Rs. 

Creditors 

1 11000 


I 25000 

ChpiCals Rs 


Debtors i 

' 5000 

P 30 000 



\ 1000 

Q 20000 



■ 30 000 

■ 

50000 



Rs 

61000 

Rs 

61 COO 


The \endors were to be oaid Rs 40 000 in full satisfaction of the pur- 
(dtase price in 1,000 shares of Rs 10 each \alued at the market pnce of 
Rs 12 50 P each and the balance m cash Show the entries in the books of 
the Ckimpany relatmg to this transaction assuming that the purchase price 
was paid 
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A, JOURNAL ENTRIES 



! 

i 

L.F.’ Rs. 

1 Rs. 

Business Purchase Account 

Dr. ’ 

; 40,000 

i i 


To Vendors (P. & Q.) 


40,000 

(Being the purchase of the critirc business at the agreed 



price.) 

1 

j ! 


Stock 

Dr. ' 

1 25.000 


Sundo’ Debtors 


5,000 

i 

Fixtures 

” 1 

. 1,000 1 


Plant 

To Creditors 

»♦ ' 

, 30,000 1 

11,000 

„ Capital Rcserec Account 

( 

{ 

10,000 

„ Business Purchase Account 
(Being the incorporation of the assets and liabilities 
taken over.) 

! 


40,000 

1 

1 

Vendors’ Account 

To Share Capital Account 
„ Premium on Shares Account 

Dr. 1 

40,000 

' 10,000 
2.500 

, „ Bank Accouht 

(Being the full payment in satisfaction of the purchase 
price as per agreement dated ) 

i 

! 

1 

1 

i 

i 

' 27,500 


Notes; — (a) In this case, as the purchase price is less than the value of 
the assets minus the liabilities taken over, the difference has been credited to 
Capital Reserve Account. 

(b) As the shares have been issued at a higher price than the face value, 
tlie excess has been credited to Premium on Shares Account. 

Q. 334. What are Forfeited Shares? Describe the procedure 
as to the Forfeiture of Shares and state the entries necessary in the 
Company's hooks to record such a forieiUire. 

A. Forfeited Shares are those shares which are declared by tlie Direc- 
tors to have been forfeited by the company on account of non-pajanent of 
calls duo by a shareholder. The powers of the directors as to forfeiture of 
shares are usually guided by the Company’s Articles and these have to bo 
rigidly followed. 

When any member faOs to pay the call or otlier instalment on tlie due 
date, the directors inaj’ thereafter serve a notice on him requiring payment 
of tlie call or instalment together with anj’ interest which may have accrued. 
The notice must also name a further day, not earlier than 14 days from the 
date of tlie notice, on or before which the pajanont should be made and must 
stale that in the event of non-pajTnent before the time appointed, the shares 
will be liable to bo forfeited. If the member fails to comply n-ith the require- 
ments of the notice, the directors may bj- a resolution forfeit the sliares and 
give notice of such forfeiture to the member concerned. As a result of such 
forfeiture, the member loses all his rights and interest in the shares forfeited. 

The following entries are necessary on Forfeiture of Shares: — 
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Debit the Share Capital Account with the total amount called up on 
those shares, credit the Forfeited Shares Account with the amount already 
received by the comnany on those shares and credit the Allotment Account or 
the Call Account as the case may he, ivith the amount owing on those shares 

The Share Camtal Account will thus be iwitten back to the extent of 
the amount called on the forfeited shares and the credit balance of Forfeited 
Shares Account will represent the amount received by the comnany in respect 
of the forfeited shares The debit balance on the Allotment Account or the 
Call Account wiU be ivioed off by the credit given to such account ivith the 
amount outstanding, as a result of the above entry 

Q 335 How would you show Forfeited Shares in the Com- 
pany’s Balance Sheets 

A The nommal amount of the Forfeited Shares would be shown as a 
deduction from the total Issued Capital, and the called up amount on the 
Forfeited Shares as a deduction from the total called up Caoital The credit 
balance of Forfeited Shares Account must appear as ^ separate item on the 
liabilities side immediately underneath the Share Capital item, until the re- 
issue of such shares 


Q 336 The X Y Z Company Ltd , with a Registered Capital 
of 20,000 shares of Rs 10 each has issued 10,000 shares on wkwh 
Rs 7 50 P per share have so jar been called up Of the total shares 
subscribed, all the shareholders paid the calls made on them with the 
exception of the following whose instalments as marked hereunder 
were tn arrears and whose shares were therefore forfeited — 

A holding 200 shares — (Allotment Hs 2 per share, First Call Rs 2 
per share and Second Call Rs 2 50 P per share) 

B holding 300 shares — {1st and 2nd Call) 

C holdmg 400 shares — (2nd Call) 

Pass the entry recording the forfeiture and 'how how the items will 
appear m the Balance Sheet. 


A. 


JOURNAL ENTRIES 


Ilf Rs 


Rs 


Share Capital Account Dr 

To Forfeited Shares Account 
„ Share Allotment Account 
„ Share First Call Account 
„ Share Second Call Account 
(B-ing the forfeiture of200 shares of A, 300 shares of B 
and 400 shares of C for non payineot of Calls as per 
me B^rd s Resolution dated ) 


1000 

2^0 
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there is nothing illegal in it, since the distribution of Premium on Shares by 
way of dividend will not bo regarded as a reduction of capital. 

Note; — ^The important point to be noted is that Capital Profits should 
not be transfeired to General Resen.'e Fund which is ahvays deemed to repre- 
sent accumulations of undistributed revenue profits and which may at any 
time be utilised by the Directors in distributing dividends. 

Q. 340. What is the nature of the Profit and Loss Appropriation 
Account opened in the books of a Limited Company? 

A. In n Limited Company, the net profits when ascertained at the 
end of each financial period are transferred to an Account styled “Profit and 
Loss Appropriation Account”, which is practically the third section of the 
Revenue Account. This account serves to show what profits were available 
for disposal in each financial period and how they were appropriated. The 
first item on the credit side of this account wall be the balance of undisposed 
off profit, if any, brought forward from the previous period. This will be 
followed by the net profit of the business for the period under re\Tew which 
is transferred from the Profit and Loss Account by means of a Journal Entry. 
The debit side of this account will show”^ the different heads under wliich the 
available profit is appropriated, e.g. Dividends declared, transfers to Deben- 
ture Redemption Fund, Dividend Equalisation Fund, General Reserve Fund, 
etc. Income-tax is an appropriation of profit and any provision in respect 
tliereof will abo appear on this account. Commission payable to the General 
Manager or the Managing Director by way of a percentage on net profits 
w'ill also be debited to this account. The credit balance then left on this 
account will represent unappropriated profits and will be shown on the 
liabilities side of the Balance Sheet and will again form the opening balance 
of the succeeding period. 

Q. :mi. What are Dividends and xvhat procedure is tis^iaUy 
folloived after the declaration of a dividend? Give the form of any 
statistical record necessary in this connection. 

A. Dividends are proportions of profits distributed to the shareholders 
according to their holdings. The declaration of a dividend may be by way 
of cither a fixed amount per share or a percentage on ihe Capital of the 
Company. 

The power to declare a dividend rests with the company in general 
meeting, but unless the Directors recommend a dividend, the shareholders 
have no right to declare it. Besides, dividends can be declared and made 
payable only from out of net profits. An Ordinary Resolution is sufiiciont 
for the purpose of declaring a dividend, and once the dividend is declared, it 
becomes a liability of tlie company to the shareholders. 

Immediately after the declaration of a dividend, a statistical book called 
Share Dividend Book is written up in order to ascertain the exact am.ount of 
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dividend payable to each shareholder The details to be entered in this book 
are ascertained from the Register of Members The form of tlus book is 
gi% en on page 335 and the columns are self-exolanatory If any instructions 
are received from a member as to the payment of dividend direct to his 
bankers, such instructions -wnll he noted in the Remarks column. Dividend 
Warrants are then issued to the shareholders requesting them to cash these 
either at the Registered Office of the company or at the bankers specified 
therein In the latter case, arrangemenls would be made with the bankers 
to transfer the whole amount of the dividend payable from the Current 
Account to a senarate Dividend Account At periodical intervals, the paid 
warrants would be obtained from the bankers and would be debited to the 
Dividend Accoimt and credited to the special Bank Account after bemg 
checked wnth the Pass Book entries The balance on the Dividend Account 
as per the Bank Pass Book wall reoresent unoaid dividends and should tally 
wath the credit balance on the Dividend Account m the Ledger The 
Dividend Account of each year is given a consecutive number in order to 
distinguish it from theqirevious or future Dividend Accounts 

Q 342 Describe the difference, tf any, tn the book-keeping 
records of a dividend paid (a) free of Income-tax, and (b) less 
Income-tax, and state what you understand by those terms 

A. (a) Before 31st March 1959, a Company could declare Dividend 
Free of Income-tax It meant that the gross amount pf\the dividend declared 
wras paid to the shareholders without deductmg any Income-tax. On a 
dividend bemg declared, the entry was to debit Profit and Loss Appropriation 
Account and credit the particular Dividend Account with the total amount 
of the Dividend payable Separate Dividend Accounts was kept for the 
dividends on different classes of shares As and when the dividend was paid, 
the Dividend Accoimt was debited and Bank Account w’as credited B some 
of the shareholders had not claimed their dividends, the Dividend Account 
sb/wejii 2 . crediA. halajua dsKviftods vu7.paid. This. is. a. liahdity 

of the company to the shareholders appeared on the habilities side of the 
Balance Sheet under the headmg of Unclaimed Dividends 

(b) After 31st March 1959, a dividend is declared less Tax, it means 
that each shareholder will receive only the net amount after deductmg from 
the gross dividend the amount of Income-tax at the appropriate rate rulmg 
at the tune of declaration of dividend. The dividend on preference sliares, 
in the absence of any provisions in the Articles to the contrary, should 
always be paid less tax. The Income-tax deducted from a dividend declared 
less tax IS to be paid to the Inland Revenue authorities withm eight days 
from the date of payment of such dividend 
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In the books of accounts, the following entries will be necessary on the 
declaration of a dmdend less tax: — 


Rs. Rs. 

Profit and Loss Appropriation Account Dr 

To Dividend Account • 

(with the gross amount of dividend declared) 

Dh'idend Account Dr 

To Bank 

(with the amount of Income-tax calculated at 
the appropriate rate on the gross dividend and 
paid to Income-tax authorities). 

The credit balance of Dividend Account will now stand at the total net 
figure of dhndend payable and on each shareholder being paid his net amount 
of dividend (after deduction of Income-tax), Dividend Account will bo 
debited and Bank Account credited. The account \wll be closed when all the 
shareholders have received their dividend. 

Q. 343. Explain ivhat you understand by (a) Dividend Equali- 
sation Fund, and (b) Reserve Fund. 

A. A Dividend Equabsation Fund is created by some companies for 
the purpose of equalising the distribution of profits as between lean and pro.s- 
perous years. It is a prudent financial policy for a company to distribute 
only a part of the profits made in prosperous years and to hold back a por- 
tion thereof in reserve to be drawm upon in tire years in which the profits ai-e 
not sufficient to declare the usual dividend. In this way, the company is 
enabled to pay a fixed rate of dividend for all the years whether bad or good, 
tliereby preventing wide fluctuations in the market value of its shares. 

The fund is created by debiting Profit and Loss Appropriation Account 
and crediting Dividend Equalisation Fund Account with the amount of 
profits required to be sot aside. The fund may be either invested outside the 
business or left in the business at the discretion of the directors. 

\Vlicn the fund is drawn upon in less prosperous years for the purpo.se 
of declaring a dividend, the entry necessarv' would be to debit Dividend 
Equalisation Fund Account and credit Profit and Loss Appropriation Account 
noth the amount required to be transferred from ihe Fund. 

A Reserve Fund is created out of distributable profits with a view to 
strengthen the financial position of the company or for the purpose of pro- 
viding for any contingency that may arise. The entry neces^arj' to transfer 
any sum from divisible profits to Rc.'ervc Fund is to debit ProJit and Lo^s 
Appropriation Account and credit Reserve Fund. 
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It may be pointed out that in the absence of a Dividend Equalisation 
Fund as above explained, a Company can fall back upon its Reserve Fund, 
if need be, for the purpose of enabling it to pay a dividend or to equalise 
dividend 

The question as to whether the Reserve Fund or the Dividend EquaUsa- 
tion Fund should be invested in specific securities outside the business or 
whether the amount of undistributed nrofits as represented by the Reserve 
Fund or the Dividend Equalisation Fund should be allowed to get merged m 
the general assets of the comnany, would depend on the financial condition of 
the company Where the company is sufficiently capitalised in the sense that 
any additional working capital cannot be usefully emnloyed in the busmess, 
it would seem advisable to m\ est these Funds m gilt-edged securities Where, 
however, the company seems to be hampered for want of workmg capital, 
it would appear to be a bad financial policy to deplete its cash resources by 
mi esting these Funds m outside securities 

When any investments are specifically purchased to represent Reserve 
Fund or Dividend Equalisation Fund, care should be taken to see that the 
amount is debited to a Reserve Fund Investment Account or Dividend Equah- 
sation Fund Investment Account, as the case may be, so as to distmguish 
these investments from those acquired for any other purpose 

Q 344 The Profit and Loss Account of Confections Ltd , dis- 
closed a net ■profit of Rs 66,500 for the year ended 30th June 1967 
The paid-up capital of the company consisted of Rs 6,00,000 dimdcd 
into 3,000 6% Preference Shares of Rs 100 each fully paid and 30,000 
Equity Shares of Rs 10 each, Rs 7 per share paid up There was 
a credit balance of Rs 11,500 brought forward on Profit and Loss 
Account from the previous period The directors made the under- 
mentioned recommendations for the disposal of the available profits, 
which were approved by the shareholders at the annual meeting — 

(a) To pay the year’s dividend on Preference Shares less tax 

(b) To pay a dividend for the year ended 30th June 1967 of 10% less 
tax on the Equity Shares 

(c) To make provision for Income-tax of Rs 7,500 

(d) To transfer Rs 15,000 to Reserve Fund 

(e) To carry forward the balance to next gear’s account 

Show the Profit and Loss Anpropnation Account for the year ended 
30th June 1967 and the Dividend Accounts, assuming the Dividends to have 
been paid 
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A. the confections L.TD. 

PROFIT AND LOSS APPROPRLATIOX ACCOUNT 
For the year ended 30th June I9G7 


' t 

1967 ■ I Rs. 

June 30 To Preference Share 

! Dividend Account . . 18,000 

! „ Equity Share Dividend 
j Account .. 21,000 

1 „ Rescrv'c for Income-tax 7,500 
I „ Reserve Fund — 

Transfer .. 15,000 

„ Balance c/d. .. 16,500 


Rs. 78.000 


1966 Rs. 
July 1 By Balance from last year.. 11,500 

1967 

June 30 „ Profit and Loss 

, Account — Transferor 

; net profit this year . . 66,500 


Rs. 78,000 


Bv Balance c/d. .. 16,500 

! 


PREFERENCE SHARE DIVIDEND ACCOL'NT 


Rs. P. 

To Bank — Income-tax Account @ 

30% . . 5,400.C0 

„ Bank— paid to Preference 

Shareholders .. 12,600.00 

By Profit and Loss Appropriation 
Account 

1 

Rs. P. 

18.000.CO 

Rs. 18,000.00 

1 

Rs. ' 

IS.CCO.CO 

EQUITY SHARE DIVIDEND ACCOUNT 

1 

Rs. 1 

To Bank — Incoinc-tax @ 30/', .. 6,300 

„ „ —paid to Equity Share- 
holders . • 14.700 

By Profit and Loss Appropriation 
Account 

i Rs. 

i 

. 21,000 

i 

1 

Rs. 21,000 

Rs. 

21.000 

1 . 


Q. 345, The Directors of a company with fidhj paid capital of 
5.00,000 Equity Shares of Re. 1 each, decided to pay for the half 
year ended 30th June 1967 an Interim Dividend of per aminm 
less tax. Under what circumstances xcoidd the directors he justified 
in paying such a dividend? Give the necessary entries in the finan- 
cial hooks to record the payment of an Interim Dividend. 

A. Tlie power to declare Interim Dividends is gcneraliy given, by the 
Articles and Table A empowers the Directors to pay Interim Dividends at 
their discretion. This dividend is usually declared by the Directors without 
the ,«;nnction of the company in general meeting. Since an Interim Dividend 
is in anticipation of the profits for the whole financial year, director."- mu.st 
bo careful to see that the profits already made sufficiently justify the pay .ment 
of an interim dividend and that there is no likelihood of any loss being m-cdo 
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m the ■succeeding half year BT v/ould wipe off the profits already made in the 
first half year If the company makes loss for the year, the dividend wOI 
Iw taken to have been declared and i>aid out of capital, and the directors vill 
personally liable to make good tlie whole amount paid by way of dividend 

Before declaring on interim dividend, interim financial accounts should 
be prepared in which all the usual provisions m respect of outstanding Iiabili 
lies for rxpen-ses, Depreciation etc should be made Although the account 
may disclose large profits it is always desirable that the interim dividend be 
declared on a very conservative basis, leaving a mnjor portion of the profits 
undistributed to provide for contingencies 

'I’lie following Journal Entries are necessary •— 


JOURNAL rNTRlES 


) 

1 

!lP; 

Rs P 

1 

Rs P 

Profit and Lossi Appropriation Account 

1 To Interim Dividend Account 
(Oeins interim dividend for (lie half year ended 
30ih June 1907 at lOy# per annum Uts tax on 
500 000 r quity Stiarca of Re 1 each folly paid, 
declared by the Hoard on ) 

Dr ; 

i 

1 


2500000 

25 00000 

Interim Dividend Account 

To nank*-ln<.ome tax Account 

1 (Ileing ux upon the interim dividend declared as 
above ) 

Dr 


7,50000 

7,50000 

Interim Dividend Account 

To Dank 

dicing payment of the Interim Dividend ) 

Dr ! 


1750000 

17 500 CO 


Q 3-1(1 /2 Keshao, Shopkeeper of 7, Mangal Peth, Poona, 

ajyplted on 1st January 19G7 for 10 shares of Rs 10 each m the Agn 
cultural Equipment Co , Ltd , paying Rs 2 per sltare on application 

Tile shares were allotted to him on 12th January 1907, numbered 171 
to 180, as per Allotment I,etlefc No 56 Uq duly p-ud the allotment money 
of Us 3 per share on January 15lh 

On February 25th he bought further 30 shares, Rs 5 per share paid, 
numbered 101 to 130, from P Sorabji, Pleader of 5, Nal-Bazar, Bombay, at 
Rs 0 per share, the Transfer No 20 for the same being lodged with the 
Company on March Isl, and approved by the Board on March 15th 

On April 10th a Call of Rs 5 per share was made, which he paid on 
April 20th, thu-s making his shares fully paid 

On May 5th, he sold the whole of his holding to B Mukcrji, Draper of 
8 Hornby Road, Bombay, at Rs 9 per share, the Transfer No 21 being lodged 
with tho company and approved by the Board on May 15th 




n T 1 
J J J 


ACCOUNTS OF JOINT STOCK CO^rP'C.'IFS 

Sbovr R. Keshao's Account in. the Co’s Recister of f/rcmbers. 

Sho'.v also the Share Transfer Register of the Company, insertlnc t’r.e 
details of the foregoing transactions. 

[Far .4rmccr, see r.ext pcje.] 

Q. 347. What Statistical Boolzs are necessary for recordinc 
transactions relating to the issue of Debentures? 

For maintaining an accurate and detailed record of the transactions 
relating to the issue of Debentures, the foUo-.'/ing Statistical Booiui are 
essential; — ■ 

(1) Debenture Application and Allotment Booln 

(2) De'nenture Call Book. 

(3) Debenture-holders’ Register. 

(4) Debenture Transfer Register. 

(.5) Debenture Interest Book. 

• Debenture Application and Allotment Book. — ^This book ser\'es to record 
full details of applications for debentures and their subsequent allotment. It 
contains columns for the serial number of each application, the nzme. address 
and occupation of each applicant, the number of debentures applied for. the 
amount deposited on appheation. the date of allotment, the number of debe.n- 
tures allotted, their distinctive numbers, the amounts received on allotment 
and the arrears in that respect, if any. 

Debenture Cali Book. — ^This book records full details as to the amount 
due from each debenture-holder in respect of t’ne call made, the amount 
actually paid and the amount of caK in arrears, if any. 
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Corttd from p 333] 

Debenture Interest Book — ^H iis book gives particulars at the end of 
each half year as to the names of tiie debenture-holders, the amount of deben 
lures held by each of them the gross amount of mterest due, the amount of 
tax to be deducted and the net amount of mterest payable to each debenture- 
holder 

Q 348 Give a specimen form of each of the following — 

(a) Debenture-holders^ Register 

(b) Debenture Transfer Register 

(c) Debenture Interest Book 

(d) Register of Mortgages and Charges 

^ See Pages 337 and 338 

Q 349 Discuss fully the treatment in accounts of profits 
earned by a Company prior to Incorporation or Certificate of Com- 
mencement of Business 

A When a comoany takes over a running business from a date prior 
to the date of its own incorporation, the profits earned prior to incorporation 
cannot be said to ha\ e been earned by the company as it had no legal exist 
ence then, and such nrofits are therefore not legally available for the purpose 
of distribution as dividend In case of a pubbc comoany, it is not supposed 
to have legally earned profits until it has received a Certificate entitlmg it to 
commence business Evidently, therefore, such nrofits are in the nature of 
Capital Profits and should be transferred to Capital Reserve Fund 

It need be noted, however, that m return for the loss of orofits which 
the vendors sustain from the date of sale of their business to the date of 
actual nayment of the purchase consideration by the company, the vendors are 
entitled to a certam rate of mterest on the purchase price from the date the 
sale is effected to the date of payment, and, inasmuch as sucdi interest payable 
by the company is m return foV the profits it enjoys from the date of purchase, 
it becomes necessary to see that the mterest from the date of purchase to the 
date of incorporation or commencement certificate is set off as a first charge 
against the profits, if any, made by the company, between the above two 
dates The credit balance of sudi profits, if any, then left after the charge 
in respect of the above mterest should be transferred to Capital Reserve 
and not to the general or ordinary Reserve as the latter is available at 
any time for equalisation of dividend If, however, the directors feel that 
the book values of some of the assets acquired are far m excess of their true 
present worth, they can well utilise the balance of the above profits in wntmg 
down such assets so as to bring them on a par with their present values or 
in reducing the value of goodwill account, if there is any 
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Q. 350. Describe the best method of estimating the profits prior 
to incorporation in the absence of actual stock-taking as at the date 
of incorporation. 

A. TJie ascertainment of the actual profits made before incorporation 
is practicable only provided stock is taken and valued as at the date of the 
Company’s incorporation. As, however, in a majority of cases that is not 
done, the first Trading and Profit & Loss Account naturally includes the 
figures for the whole period, viz. from the date of purchase of the busines.s 
to the close of the financial period. The net profits thus ascertained would 
then have to be apportioned into two periods, viz. before and after the incor- 
poration on some equitable basis. This apportionment may be done either 
on the basis of the periods themselves or on the basis of the respective turn- 
over of each of the periods. The only profits then available for dividend 
would be those ascertained to have been earned subsequent to incorporation, 
or in case of a public company, subsequent to receipt of its Commencement 
Certificate. 

A still more reliable and accurate method for approximation of profits 
prior to incorporation is to apportion the gross profit between the two periods 
on the basis of tlreir respective turnovers and then to set off against such gross 
profit the revenue e.xpenses of each period. In so allocating the expenses, 
fixed e.xpenses such as Office Rent, Staff Salaries, Rates, Taxe^, Insurance, etc. 
should be apportioned on the basis of time covered by each period. On the 
other hand, expenses as have a direct bearing on the sales such as commission 
to canvassers and sales managers. Travelling Expenses of canvassers. Advertis- 
ing. etc. should be apportioned on the basis of the turnover of each period. 
The Expenses of each period having thus been set off against its relative 
figure of gross profit, the net profit made before and after tlie incorporation 
or commencement certificate will be ascertained. 

Q. 351. Hoio should the Loss incurred prior to Incorporation 
or receipt of Business Commencement Certificate be dealt loith tchile 
preparing the first year’s accounts of a company? 

A. If a company buys over a running business before the date of its 
registration and a lo.ss is incurred prior to the date of Incorporation or the 
date of Commencement Certificate, such loss should be capitalised by adding 
it to the amount of Goodwill paid on the purchase of business, or if no Good- 
will is paid for, bj’ debiting the amount to Goodwill Account. If it is not 
desired to capitalise tlie loss, then the amount should bo left on a Suspe.n.se 
Account, which should be wTitton off out of profits of a capital nature, e.g. 
Premium on Shares, Profits on Forfeited Shares, or Premium on Issue of 
Debentures, etc. 

Q. 352. The Simto Ltd., was registered on Isf January 1966, 
to buy over the business of Messrs. Symington & Todd as on 1st 
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October 1966, and obtained its Certificate for Commencement of 
Business on 1st February 1967 

The accounts of the company for the period ended 30th September 1967, 
disclosed the following facts — 

(1) The tumoser for the whole period amounted to Rs 2 40 000 of 
■v.h-ch Rs 40 000 related to the oenod from 1st October 1966 to 1st Februar> 
1967 


(2) The Trading Account showed a gross profit of Rs 96 000 

(3) The following items appeared m the Profit and Loss Account — 


Directors Fees 
Auditor's Fees 
Rent Rates etc 
Bad Debts 


1500 
750 
4 800 
2 000 


Stan Salanes 

Debenture Interest 

Depreciation on Plant and Machinery 

Preliminarj Expenses 

General Expanses 

ConnL.sioii on Sales 

Printing and Stationerj 

Advertising 

Travellers Expenses and Salaries 
Interest to Vendors (g) O'* on Rs 100 000 
from 1st October 19C6 to 31st May 1967 

A. 


12 000 
6 000 
3 600 

2 400 
1^00 

3 600 
2 400 
4^00 
8 400 


(of which Rs 700 
related to Book Debts 
created before 1 st 
Feb 1967) 


Profits prior to 
Commencement 
Certificate 

Profits after 
(Commencement 
Certificate 



1 Rs 

Rs. 

Rs. 

Rs 

Gross 

Profit Rs 96 000 apportioned on the basis of 





turnover 


16000 



Less Expenses — 





1 

Directors Fees 



1,500 


2, 

Auditors Fees j 



750 


3 

Rent Rates etc. 

1600; 


3,200 


4 

Bad Debts 

700 


1 300 


5 

Staff Salaries 

4/XO 


8000 


6 

Debenture Interest 



6000 


7 

Depreciation on Plant and Macbincry 

1,200 


2,400 , 


8 

Preliminary Expenses 



2400 1 


9 

General Expenses 



1500 i 


10 

Commission on Sales 

600 , 


3000 ! 


11 

Printing and Stationary 

800 ’ 


1 600 


12, 


700 


3 500 


13 

Travelling Expenses and Salanes 

1,400 


7 000 


14 

Interest on Purchase Price 1 



2 000 



Net Profit for the penod 1 



36 150 



Rs. I 

16/)00 

! 1 

16000 

80000 

1 

80000 
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Notes: — (a) Expenses which relate solely to the company are not 
apportioned. 

(b) Expenses having direct bearing on the sales are apportioned on the 
basis of the sales for each period. 

(c) Other expenses are apportioned on the basis of time. 

Q. 353. What entries are made in regard to Provision for Re- 
demption of DebenUires? 

A. The provision for Redemption of Debentures is usually made by 
creating a Sinking Fund and either investing the same in gilt-edged securities 
or taking out a Sinking Fund Insurance Policy. 

Under the first method, a certain fixed sum is set aside out of profits 
ever\- year and a corresponding amount is invested in gilt-edged securities, 
which when accumulated with compound interest will produce the amount 
required to redeem the Debentures on tlieir due date. 

The entiy* necessarj' to make provision for the Redemption of Debentures 
is to debit the Profit and Loss Appropriation Account and credit the Sinking 
Fund Account or the Debenture Redemption Fund Account at the end of 
every year, with the amount ascertained for the purpose. WTien a corres- 
ponding sum is invested in gilt-edged securities, Debenture Redemption 
Investment Account wUl bo debited and Bank Account will be credited. 

The periodical interest when received on these investments will bo cre- 
dited to the Debenture Redemption Fund Account and not to Interest 
Account. The amount received in respect of Interest would also be imme- 
diately invested in the same class of securities, the entry being to the debit 
of Debenture Redemption Investment Account and to the credit of Bank 
Account. 

Year after v'car, this procedure would be followed, and at the end of 
the term of Debentures, the Redemption Fund Account ai^d the Redemption 
Fund Investment Account would be accumulated to an amount sufficient for 
the repavment of the Debentures. 

On the sale of the specific Investments, Bank Account will be debited 
and Debenture Redemption Investment Account will be credited with the 
sale proceeds. Tlie balance on the latter account will represent profit or loss 
on realisation of investments and should be transferred to Deixjnture 
Redemption Fund Account. Tiiis will close the Debenture Redemption 
Investment Account. 

When the Debentui-e-holders are paid off. Debentures Account will be 
debited and Bank Account credited. 

The purpose for which the Debenture Redemption Fund Account wa-' 
created having been fulfilled, it is no longer necessarj’ to allow this account 
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to stand in the books under the same old name, and the balance on this 
Account should, therefore be transferred to General Reserve Fund 

The method of Sinking Fund Insurance Policy is, uerhaos, a bit more 
costly, but IS becoimng more popular with large coinpames on account of 
Its simphcity and also due to the fact that the nolicy is not subject to any 
risk of depreciation due to market fluctuations to which gilt-edged securities 
are open 

The entries for the creation of the Smkmg Fund are similar to those 
described above m respect of Debenture Redemption Fund Account But 
instead of mvestmg the annual sum set aside out of profits in gilt-edged 
securities the same is naid by way of premium to an Insurance Company, 
which issues an endowment uolicy for an amount equal to the sum necessary 
to redeem the Debentures and maturing on the date when the Debentures 
become repayable The nremium paid annually will be debitea to Sinking 
Fund Pohcy Account and credited to Bank On the maturity of the poUcy, 
the amount vnll be received from the Insurance Company and the entry 
would be to debit Bank and credit Sinking Fund Policy Account The 
balance on the latter account, if any, will be transferred to Sinkujg Fund 
Account On oayment to the Debenture»holders Debentures Account will 
be debited and Bank Account credited After the payment of the Deben- 
tures the credited balance on the Sinking Fund Account is transferred to 
the General Reserve Fund. 

When the Debentures are reoayable by annual dravmigs out of Capital 
and not out of profits, there is no necessity for creating a Redemption Fund 
At the end of each year when the Debentures are paid off, the entry would 
be to debit Debentures Account and credit Bank. 

Q 354 A Company issues 7i% Debentures of Rs 6,00,000 
ivith a condition that they should be redeemed by setting aside at the 
end of every year Rs 20,000 out of ‘profits and investing the amount 
in 4% Government Sepunties {Free of Tax) The interest received 
at the end of evry year should also be invested in the same securtUes 
Show the Debenture Redemption Fund Account and the Debenture 
Redemption Investment Account for the three years after the issue 
of the debentures The investments are made in multiples of 
Rs 100 only 

A DEBENTURE REDEMPTION FUND ACCOUNT 


UtYear 

To Balance c/d 

j 

1 

1 Rs 
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Draft the Journal Entries required to he passed each year (ex- 
cluding the figures) to hnng this arrangement into effect Show also 
how the Ledger Accounts will appear at the end of the 10 years, 
before and after the redemption takes place. Give further Journal 
Entries showing the final redemption of Debentures. 

JOURNAL ENTRIES 


' Profit and Loss Appropnation Account .. I 

To Debenture Redatiption Fund 
(For amount of profits set aside for redemption of 
Debentures ) 

Debenture Redemption Investment Account I 

I To Bank Account 

I (Being the investment of the above amount set aside 

I out of profits for redemption of Debentures.) 

I Second and Subsequent Year 

' Bank Account . ' . t 

' To Debenture Redettiptioo Fund 
(For the amount of interest realised on the speafic 
investme nts ) 

Frofi* and Loss Apprapnation Account .. . L 

To Debenture Redemption Fund 
(For the annual amount set aside out of profits to 
build up the Debenture Redemption Fund.) 

^ Debenture Redemption Investment Account . E 

1 To Bank 

I (Being the investment of the sum set aside each year 
out of profits as also the interest realised on specific 
securities) 



By Sundries 


Rs 

3 ^ 5.000 










ACCOUNTS or JOINT STOCK COMPANIKS 
DEBENTURE REDEMPTION INVESTMENT ACCOUNT 


3-55 






346 QUESTIONS AND ANSWERS IN BOOKKEEPING A: ACCOUNTING 


DEBENTURE REDEIirtPTION FUND ACCOUNT 




Rs 



Rs 

To Debenture Redemption Invest 
ment Account — Transfer 
„ Reserve Fund— Transfer 

1,500 

S23S00 

By Suadnes 


5,25000 


Rs 1 

5,25000 


Rs 

525000 

DEBENTURE 

REDEMPTION INVESTMENT ACCOUNT 




Rs ' 



Rs 

To Sundries 


525000 

By Bank 

Debenture Redempt on 
Account— Transfer 

Fund 1 

5,23400 

1400 


Rs 

15,25000 


Rs : 

o25 000 


RESERVE FUND ACCOUNT 



1 

1 

By Debenture Redemption Fund 
Account— Transfer 

Rs 

5,23 500 


1 

Rs 

5,23 500 


Q 356 A Cowpany had issued 10 000 Redeemable Preference 
Shares of £1 each redeemable on Zlst December 1966 The Reserve 
accumulated tn the hooks of the company ts £6,500, end the direc- 
tors resolve to utilise £5,000 thereout for the purpose of redeeming 
the shares The balance of money ts raised by muing 5 000 Ordi- 
uary Shares of £1 each Pass Journal Entries to record the aboue 
transactions 


A JOURNAL ENTRIES 



Bank 

To Ordinary Shareboldere Account 
(Being the amount received on the issue ofStXX) Ordinary 
Shares of £1 each ) 

Dr 

L.F 

£ 

5 000 

£ 

50C0 


Ordinary Shareholders Account 

To Ordinary Share Capital Account 
(Being the amount payable on the issue of 5000 Ord nary 
Shares bf £1 each ) 

Dr 


5 000 

5 000 


Reserve Fund Account 

To Capital Redempt on Reserve Fund 
(Being the accumulated Profits earmarked for redeeming 
the Preference Shares ) 

Dr 


5 000 

j 5 000 


Redeemable Preference Share Cap tal Account 

To Bank Account 

(Being the amount paid to Preference Shareholders on 
redemption of 10 000 Pref Shares of £ ’ each.) 

Dr 


. 10000 

10000 
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Q. 357. What are Contingent Liabilities and how should they 
he disclosed in a Company Balance Sheet? 

A. Contingent Liabilities are liabilities which have not arisen or have 
already accrued, but may arise out of transactions pending, upon the happen- 
ing of a certain event. Thus a contingent liability may or may not involve 
the payment of money. 

Among instances of Contingent Liabilities may be quoted; — (1) Liabi- 
lity for Calls or partlj’-paid shares held; (2) Liability on Bills Receivable dis- 
counted and not matured; (3) Liabilities under a Guarantee; (4) Liabilitie.s 
for Penalties under Contracts; and (5) Liability in respect of arrears of Divi- 
dend on Cumulative Preference Shares. 


While preparing a Balance-Sheetr-only the liabilities that have actually 
accrued due fo the dato-'6f\the financial close, should necessarily be brought 
into account. The Form of^alance Sheet pre^ibed under the Companies 
Act, 1956, required that Cormngent Liabilities^ which are already provided, 
should be sho\v.n under itemV'Current Lipbilitie^and Provisions” on the 
Liabilities side'^of the Balance NSheet. H<nvevpr;^'Cptingent Liabilities not 
provided for”/should be shown \s a foo't-npte on the Liabilities side of the 
Balance Sheet. ^ 

Q. 358. On 31st Decpidjer\1966, the X. o\ Company Ltd., i-s 
three years \n arrears with ^he dividends on its Ip, 000 7' r Cumula- 
tive Preference Sh^-<fs rf Rs. 10 eabli, fidly paid/ Would this effect 
the annual ack^ms? dyso, how? 

A. The amount dividends in arrears oy Cumulative Preference 
Shares is only a cohfih^nt liability inasmuch a^ne company is not liable to 
pay anj' dividend unl&sand until sufficient^rdfits are available for the pur- 
pose of paying such dividSlds^. ^ As sui fe-lio eqtry is required to bo made in 
the books of the company regarding these arrears. The Company's Balahce 
Sheet, however, must disclose the e.vistenco of such a contingent liability by 
wav of a footnote on the liabilities side thus: — 


COXTINGELT LIABILITY; — 

Dividends on 15,000. 7't Cumulative Preference Shares of Rs. 10 
each have not been paid for the three years to 31st December IPBG. 


Q. 359. Under what circumstances can a company pay interest 
on Capital out of Capital? 

A. Where any shares of the Company are issued for the purpose of 
raising money to defray the e.xpenses/(^]^nie^ construction of any works or 
buildings or the provision of any pli^Vw-hicb cannot be made profitable for 
a lengthened period, the company dan pay interest on the paid-up capital 
during the period of consti-uction anH, capitalise the same by charging such 
interest to the cost of the works buildin^pfmilant, provided that — 
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(a) The payment is authorised by the Articles or by a Siiecial Resolution 
and sanctioned by the Central Government (Board of IVade in England) , 

(b) The Central Government (Board of Trade m England) may before 
giving the sanction cause inquiries to be made in the matter at the expense of 
the Company, 

(c) The payment shall be made only for such period as may be deter- 
mined by the Central Government (Board of Trade m England) , 

(d) The rate shall not exceed four tier cent per annum or such lower 
rate as fixed by the Central Government (Order in Council in England) , 

(e) The accounts of the company shall show the share capital on which 
and the rate at which mterest has been paid out of capital, and 

(f) The payment of interest shall not ooerate as a reduction of share 
capital 

Q 360 What do you understand hy the expression “Capitali- 
sation of Reserves’”^ Discuss the desirability of such a step 

A Occasionally, in the case of a successful company, large reserves 
might have been accumulated out of nrofits as a result of the directors’ pohcj 
not to distribute the whole of the orofits, but to lay aside something to enable 
the company to meet any unforeseen contmgency that may arise in the future 
or to serve as so much more workmg capital to cope with the increasing 
busmess Besides Reserve Fund may have accumulated to an amoimt far 
m excess of the present or the future needs of the company, and it would 
then deem desirable to give benefit of a part of such reserve to the existmg 
shareholders by way of compensation for the loss of dividends which they 
have suffered This desire on the part of the directors can be given effect 
to by a Bonus to shareholders oayable from out of Reserve Fund bemg pro- 
posed by the former and sanctioned by the General Meeting of Shareholders 
Instead, however, of paying cash and deoleting the financial resources of the 
company, such bonus may be satisfied by the issue of additional shares con- 
sidered as fully or partly paid up "Ibus the company is enabled to capitalise 
a part of its reserves by icsumg Bonus Shares in heu of cash 

The capitahsmg of reserves by the above method benefits the company 
inasmuch as the oast accumulated profits are permanently retained m the 
busmess Further, the share camtal is thus adjusted to a figure more on a 
level with the actual capital employed m the undertakmg Where the profits 
and the consequent dividends are large in comparison with the company’s 
paid up Caoital, the inference of nrofiteering is very strong, but where the 
paid up Camtal is increased by the issue of bonus shares, although the profits 
will remam round about the previous level the percentage of dividend must 
necessarily be reduced, although the actual return to the mdividual share- 
holder will remain the same 

The shareholders wtU have no occasion to be dissatisfied with such a 
procedure, as they can easily realise their Bonus Shares if they so wish to 
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Besides, the fact that the Company was enabled to issue Bonus Shares out 
of accumulated Reserves will tend to bring up the market value of those 
shares at a premium. 

Q. 361. What entries are made on the issue of Bonus Shares 
(a) at par and (b) at a premium out of the existing Reserve? 

A. (a) On the issue of Bonus Shares at par out of the e.xisting Reserve, 
the following Journal Entries are necessarjn — 

(1) Debit Reser\-e Fund Account and credit- Share Bonus Account with 
tlie total amount of Bonus declared. 

(2) On the issue of Bonus Shares, debit Share Bonus Account and 
credit Share Capital Account \\-ith the value to the extent of which 
the shares are considered to be paid-up. 

(b) If the Bonus Shares are issued at a premium, the first entry is just 
the same as described above, but on the issue of the shares. Share Bonus 
Account will bo debited with the total amount of the Bonus declared; Share 
Capital Account will be credited with the value of the shares issued and 
Share Premium Account \\'iU be credited with the amount of premium on 
the total issue. The credit balance of the Share Premium Account ^%•i]l have 
to be dealt with as an item of Capital Profit, as already explained. 

Q. 362. The Indian Theatres, Ltd., have accumulated a Reserve 
FiLnd of Rs. 3,50,000. The Nominal Capital of the Company consists 
of 60,000 Equity Shares of Rs. 10 each, of which 50,000 shares 
have been issued and fidly paid up. The Directors propose to distri- 
bute a part of the Reserve by the issxie of one fidly paid share of 
Rs. 10 each at a premium of Rs. 5 per share for every five shares 
held. Give the entries necessary to record the new issue of shares 
in the company’s books. 

A. JOURNAL ENTRIES 



L.F. Rs. Rs. 

Reserve Fund .. .. .. Dr. 

[ To Share Bonus Account 
(Being the Bonus declared out of the Reserve as per the 
Resolution dated .) 

1,50,000 

1,50,000 

Share Bonus Account .. .. .. Dr. 

To Share Capital Account 
„ Share Premium .Account . 

1,50.000 

1,00.000 

50.000 


' (Being the iswc of one fullv-paid share of Rs. 10 each 
for c\ery five shares held in full satisfaction of the 
Bonus pavable.) 


Q. 363. What entries are made ichen a dividend is declared for 
making partly-paid shares fully paid? 
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A. In order to make partly-paid shares fully paid, a company may 
declare a dividend out of profits and utilise the same towards the payment of 
Final Call made on the partly paid shares The entries necessary will be* 

JOUBNAIi ENTRIES 





LF 

! 1 

Rs. 

1. 

Profit and Loss Appropriation Account 

To Dividend Account 

CFor declaration of the Dividend ) 

.. Dr 




z 

Share Final Call Account 

To Share Capita) Account 
(To record the Final Call made) 

.. Dr 




3 

Dividend Account 

To Share Final Call Account 
(To record the Dividend having been satisfied 
considering the Final Call as having been paid ) 

• Dr 

by 





Q. 3G4. The accounts of Gatety Ltd , on 30th June 1966, 
showed o baloTice to the credit of Profit and Loss Account of 
Rs 75,800. The Nominal Capital of the Company was Rs. 2,50,000 
in shares of Rs 10 each, 10,000 of which were subsenbgd and paid 
up to the extent of Rs 7 50 P. per share. At the annual general 
meeting of the company, it was decided to pay c dividend for the year 
ended ZOth June 1966 of 40% Free of Tax, which was partly to he 
applied in making the existing shares fully paid'' up and partly to he 
satisfied in cash 

Make the Journal Entnes necessary to give effect to the above 
Resolution, assuming that the dividend has been paid. 


A. JOURNAL ENTRIES 


Share Final Call Account 

To Share Capital Account 

(Being the Final Call money dne on 10,000 shares at Rs 
2.50 P per share as per the Board’s Resolution dated 

Dr. 

L.F 

Rs 

25.000 

Rs 

25,000 

Profit and Loss Appropriation Account 

To Share Dividend Account 

(Being dividend at 40% T/ee of Tax declared for the year 
ended 30tb June 1966 on a capital of 10,000 shares of 
Rs 10 each, Rs. 730 P per Prepaid up as per the 
Resolution dated ) 

Dr. 


30.000 

30,000 

Share Dividend Account 

To Share Final Call Account 
„ Bank 

(Being part of dividend applied m payment of the Final 
Call and partly paid in cash.) 

Dr. 


30,000 

25.000 

5,000 
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Q. 365. hi lohat three different ways can a company reduce its 
Share Capital? 

A. A company, if so authorised by its Articles, may by Special 
Resolution, and subject to the sanction of the Court, reduce its Share Capitol 
in any one of the following three different ways: — 

(1) Extinguish or reduce the liabilit3' on anj' of its shares in respect of 
share capital not paid up; or 

(2) Either with or without extinguishing or reducing the liability on 
its shares, cancel any paid-up capital which is lost or unrepresented bj* 
available assets; or 

(3) Either with or without extinguishmg or I'cducing the liabilitj’ on 
its shares, paj' off any paid-up capital which is in excess of the wants of the 
companjn 

Besides the above, the capital of a companj' can be reduced b\’ Forfeiture 
or accepting Surrenders, mthout a Special Resolution or tlje Court’s sanction, 
but only bj' a Resolution of the Board, if so authorised bj’ the Articles. 

Q. 366. State the procedure necessary for reducing paid-up 
capital xohich has been lost. 

A. The paid-up capital of a companj' which has been lost or which is 
unrepresented bj' available assets can be reduced in the following manner: — 

(1) Tlie reduction must be authorised b.v the Articles, if not, the Articles 
must be altered by a Special Resolution to take this power. 

(2) The Company should pass a Special Resolution reducing the Capital. 

(3) A petition should be made to the Court for an order confinning the 
Resolution. 

(4) The Court fixes a day for hearing the petition. In this case of 
reduction, unless the Court othemvise directs, it is not necessar.v to prepare 
a list of creditors, or to send notice to every creditor. 

(5) The words “and reduced" should be added after the name of the 
companj’. The Court ma.v in this case dispense altogether with the use of 
these words. 

(6) On confirmation by the Court, a copy of the order together with a 
minute containing the reduction should be produced to the Registrar of .Joint- 
Stock Companies, who will then issue a certificate. 

(7) Eveyv copj' of the Memorandum issued after the reduction should 
contain the minute of reduction. 

(81 Notices of petition, registration, etc., should bo advertised. 

Q. 367. What entries arc made in the Financial Books when 
the Capital of a Company is reduced for wiping off past losses and 
for reducing the values of certain existing assets? 
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A. ‘When the Share Capital of a company is reduced for the purpose 
of wiDing off oast losses and for reducing the values of certaih existing assets, 
the folloi/mg Journal Entries are essential The first entry would be to debit 
Share Canital Account and credit a Camtal Reduction Account witli the 
amount by which the capital is desired to be reduced The second entry 
would be to debit Capital Reduction Account and credit the Profit and Loss 
Account and also the \anous Asset Accounts with the amounts to be written 
off from their book values Immediately after reduction, a fresh Balance 
Sheet wall be prepared w hich should show the new Camtal and also the Origi 
nal Capital which has been reduced. Similarly, the assets should be shown 
at the original book values less amounts written off from reduction of capital 


Q 368 The follounng ts the Balance Sheet of Cipher Ltd , as 
on 30th June 1967 — 



The comnany proved unsuccessful and resolutions were passed to carry 
out the foUowang scheme of reduction of capital — ■ 

(1) That the Preference Shares be reduced to an equal number of fully 
paid shares of Hs 5 each 

( 2 ) That the Equity Shares be reduced to an equal number of fully 
paid shares of Rs 2 50 P each 

(3) That the amount so available be utilised towards wiping off losses 
and the reduction of assets as follows — 

Prelmunary Expenses, Goodwill and Profit and Loss Account to be 
written off entirely, 

Rs 27,000 to be written oft Leasehold Premises 
Rs 14,000 to be written off Stodr, 

Rs 6 000 to be reserved for Doubtful Debts 
20^0 to be written off Plant and Machinery, and the balance avail 
able to be written off Patents 

hlake the Journal Entnes m the hooks of the Company and prepare a 
Balance Sheet giving effect to the above 
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Q. 369. What particulars should be contained in a Statutory 
Re-port to be laid before the Statutory Meeting of a Company^ 

A. folloiving particulars are reqmred to be contained in a Statu- 
tory Report — 

(a) The total number of ^ares allotted by the company, distmguishing 
between shares allotted as fully or oartly paid up otherwise than in cash and 
stating in the case of shares partly paid up the extent to which they are so 
paid up, and m either case the consideration for whidi they have been allotted 

(b) The total amount of cash received by the company in resnect of all 
the shares allotted, distmguishing as aforesaid 

(c) An abstract of the receipts of the comnany on capital accoimt and 

of payments made thereout upto a date within seven days of the date of 
report, exhibitmg under distmctive headmgs the receipts from shares and 
debentures and other sources, and particulars concerning the balance remain- 
ing m hand, and an account or estimate of the preliminary expenses of the 
company • 

(d) The names, addresses and descriptions of the directors, auditors (if 
any) , managers (if any) , and secretary of the company 

(e) The particulars of any contract, the modiBcaiion of which is to be 
submitted to the meeting for its aporoval, together with the particulars of the 
modification or proposed modification. 

([) The extent, if any, to which each undenvritmg contract, if any, has 
not been earned out, and the reasons therefor v 

(g) The arrears, if any, due on calls from every director, from the 
managmg agent, every oartner of the managing agent, every firm m which 
the managing agent is a partner, and where the managmg agent is a pnvate 
company, every director thereof, from the secretanes and treasurers, where 
they are a firm, from every partner therein, and where they are a pnvate 
company, from every director thereof, and from the manager, and 

(h) The oarticulars of any commission or brokerage paid or to be paid 
in connection with the issue pr sale of shares or debentures to any director, 
to the managing agent, any partner of the managing agent, any firm m which 
the managmg agent is a oartner, and where the managmg agent is a private 
company, to any director thereof, to the secretaries and treasurers, where 
they are a firm, to any oartner therein, and where they are a pnvate company,, 
to any director thereof, or to the manager 

The Statutory Report shall be certified by not less than two directors 
of the company, one of whom shall be a IVfimagmg Director where there is one 

The Report shall also be certified as correct by the auditors (if any) of 
the company, in so far as it relates to the shares allotted by the company, 
and to the cash received in respect of such shares, and to the receipts and. 
payments of the company (Section 1^ ) 
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Q. 370. What are the requirements under the Companies Act, 
1956, in regard to the preparation of Profit and Loss Account? 

A. PART II [Sch. I7j 

Requirements as to Profit end Loss .Iceount. 

1. The prtni'ions of thi'! Port <.hail apply to the income and expenditure account 
referred tn in <al)-'cction {2) of section 210 of the Act. in like manner as the)- apply to 
a profit and loss account, but subject to the modification of references as specified in that 
jub section. 

2. The profit and lo^s account — 

(a) shall be so made out as clearh to disclose the result of the uorking of the company 
durin" the period coscreil by the account: and 

(h) shall disclose esery material feature, incliidin" credits or receipts and debits or 
expenses in respect of non-recurring transactions or tiansactions of an exceptional 
nature. 

". The profit and loss account shall set out the sarious items relating to the income 
and expenditure of the coinpans arranged under the most conxentent heads; and in particular, 
shall disclose the follos'ing information in respect of the period coxcred by the account: 

(i) (a) The tiirnoxcr. that is, the aggregate amount for uliich sales are effected by the 

. company. 

(h) Commission ^mid to sole selling agents u'lthin the meaning of section 29V of 
the Act. 

(c) Commfjjion paid to other setting agents. 

(d) Ilrolterage and discount on sales, other than the usual trade discount, 

(ii) (a) In the ca'c of manufacturing concerns, the purchases of raxv material, and the 

opening and the closing stocLs of the goods producai. 

(b) In the case of trading concerns, the purchases made, and the opening and the 
closing stocks. 

(c) In the case of concerns tendering or supplxing serxircs, the gross income derixcd 
from scrxices rendered or supplied. 

(d) In the ease of a concern ti'hich falls under more than one of the categories men- 
tioned under clauses (a), (o) and (cl abot-e. it shall be suffiaent compliance of the 
requirements herein if the total amounts are shown in respect of the 
opening and closing stocks, purchases and sales and the gross income from sen tees 
rendered is shown? 

(e) In the case of other concerns, the gross income derr.-ed under the different heads. 

(iii) In the case of all concerns haxing xx'orks in progrcs.s. the amounts for xiliich such 
norks haxc been compictexi at the commencement and at the end of the accounting 
pcriosl. 

(ix) The amount proxtded Cor depreciation, renewals or diiiiinution in xahic of fixed assets. 

If such proxision is not made by means of a dcprtnation cliargc, the method 
adopted for making sucli provision. 

If no pnuision is ni.adc for depreciation, the fact that no proxi‘ion has been 
made shall be stateil and the (juantiiri of arrears of drfr'ecialion computed tn accord- 
ance with section 20112] of the .let shall be disclosed b', t.ay of a note. 

(x) The amount of interest on the company 's debentures and other fixed loans, that 
is to sav, loans for fixcil pcrioiis. stating scparatclx the amount of interest, if any. 
p.rid or paxable to the managing director, the managing agent, the secretaries and 
treasurers and tlic manager, if any. 

(\t) The amount of charge for Indian income-tax and other Indian taxation on profit*, 
including, where practicahle, xxith Indian income-tax any taxation imposed cbe-.xhcrc 
to the extent of the relief, if anx. from Indian income-tax and distinguishing. wh«e 
practicable, hetsscen income-tax and otbci taxation. 

(xii) The cricunts reserue.1 fo ' — 

(al rcp.axmcnt of s'larc capii.iI: and 
((•) rcjiaxriicnt of loans. 

(xiii) Tlie aggte-galc, if material, of anx amounts set aside or pioposcd to lie «ct aside. 

to rtrserxes. bu: not including proxoioii' ni.ide to meet any specific liabihtx, 
coi'.tingercx or lommitmenl known to cxi«t at the d-iic as at isbicli the balanic 
'beet IS m.idc up. 

(fi) The aggregate, if material, of any amounts wululra'in from «uch reserxes. 
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(ix) (o) The aggregate, if tnaterial. of the amounts set aside to proMsions made for 

meeting specific liabilities contiogencies or commitments 
(6) The aggregate if material, of the amounts sithdraun from such protisions. as 
no longer required 

(x) Expenditure incurred on each of the folloumg items, separately for each item 

(a) Consumption of stores and spare parts 
(fc) Power and fuel 

(c) Rent 

(d) Repairs to Buildings 

(e) Repairs to machinery 

(f) (1) Salaries wages and bonus 

(Z) Contribution to prosident and other funds 

(S) UorLinen and staff welfare expenses, to the extent not adjusted from any 
previous provision or reserve 

Note — Information in respect of this item should also be given in the 
balance sheet under the xeJevam provision or reserve account 

(g) Insurance 

(fi) Rates and uxes 'excluding taxes on income 
(<} Miscellaneous expenses 

(xi) (a) The amount of income trom investments, distinguishing between trade invest 

ments and other mvestments 

(b) Other income by wav of interest spectfving the nature of the income 

(c) The amount of income ux deducted il the gross income is stated under fub 
paragraphs (a) and <h) above 

(xii) (s) Profits or losses on investments to the extent not adjusted from any previous 

provision or reserve. . 

Note — Information in respect of this item should also be given in the 
balance sheet under the relevant ptmision or reserve account 
(&) Profits or losses m respect of transactions of a hind, not usually undertaken by 
the corspanv or undertaken in circumstances of an exceptional or nonrecurring 
nature, if material in amount 
(c) hfiscellaneous income 
(xiii) (o) Dividends from subsidiary companies 

(f>) Provisions for losses of subsidiary companies 

(xiv) Tbe aggregate amount of the dividends paid and proposed, and stating whether 
such amounts are subject to deduction of income tax or not. 

(xv) Amount if material, by which any items shown in the profit and loss account are 
affected by any change in tbe basis of acxounting 

4 The profit and lost account shall also contain or give by nay of a note detailed infor 
mation, jhoutng separately the following payments provided or made during Ike financial year 
to the directors (including managing directors) the managing cgenfi, recreiaries and treasurers 
or manager, if any, by she company, the suhstdumes of the company and any other person — 

(i) managerial remuneration under section I9S of the Act paid or payable during the 
financial year to the directors (including mana^ng directors), the managing agent, 
secretaries and treasurers or manager, if any. 

(ii) expenses reimbursed to the managing agent under section 354, 

fill) cotamtssion cr other rrmuneraiiOD payable separately to a managing agent or his 
associate under sections 35C, 357 and 358, 

(iv) fommiision receiied or receivable under section SJ? of the Act by the managing agent 
or his associate as selling or buying agent of other concerns in respect of contracts 
entered into by such concerns uith the com^ny 
(\) the money value of tbe contracts for the sale or purchase of goods and materials or 
supply of *crvice$, entered into by the company with the managing agent or b‘S 
associate under section 30) during the fisunual year, 

(vi) other allowances and commission including guarantee commission (details to be given) 
(Vii) any ocher perquisites or beneCtt in cash or m kind (stating approximate money 
value where practicable). 
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(viii) pcnuom, etc., — 

(a) pensions,' 

(b) gratuities. 

(r) payments from prositJent funds, in c.\cc<s of oun siib'cription' and interest 
thereon, 

(d) compensation for loss of ofTicc, 

(e) consideration in connection ssitli retirement from oflicc. 

T//^ profil /irtd losr cccnunl shall catitatn or ginc b\ was' of a nntr a sfainr.rnt 
ihcr.ring the comjmtation of net profits in acconir.ncc leith section ffP of the .let irith reirient 
details of the calculation of the commissions pts'.ahle by tray of percentage of such profits to 
the directors liurluding managing directors), the managing agents, secretaries end treasurers 
or manager (if any). 

-II!. TIic profit and lo'S account sliall further contain or gisc bv uas- of a note detailed 
information in regard to amounts paid to the auditor, whether as fees, expenses Or othenrise 
for ietTirej rendered — 

(a) as auditor; and 

(h) in any other capacity. 

5. Tlic Central Government may direct that a compariv sliall not he- obliged to 'bon 
the amount .set aside to provisions oilier than those relating to depreciation, rcncvial or 
diminution in value of assets, if the Central Government is satisfied that the information 
should not he disrlosed in the public interest and vsoiild prejudice the companv, but subjeet 
to the condition that in anv licading stating an amount arrived at after lahing into account 
the amoiiiit set aside as such, the provision shall he so framed or marbed as to indicate 
that fart. 

f). fl) Ilvcept in the rase of the fir't profit and loss account laid before the comp.inv 
after the commencement of the .Act, the corresponding amounts for the immcdiatclv preceding 
financial scar for all items shovin in the profit and loss account sball al«o be given m the 
profit and loss account. 

(2) The rcciuircmcnt in suh-clausc (1) shall, in the ease of companies preparing 
qttartcrly or half-yearly accounts, relate to the profit and loss account for tlic period which 
ended on the corresponding date of the previous year. 

PART III [Sc/i. ri] 

Interpretation. 

7. (I) for the purposes of P.rrfs f and II cil this Schedule, unless the contcKt otherwise 
requires, — 

(a) the cvprcssion “ provision " shall, subject to sub-clause f2i of this clau'c. mean 
any amount written off or retained by vmy of providing for depreciation, rtnevsals 
or diminution in value of assets, or retained by viav of providing for any bnovin 
liability of viliicli the amount rnnnot be detenuined with subsianiial arniratv; 

(b) the CNprcs.sion " reserve ” shall not. subject as aforesaid, include anv amount written 
off or retained by viay of providing for depreciation, renewals or diminution in 
value of assets or retained by way of providing for anv bnovm babilitv. 

(f) the expression ” capital reserve " shall not include any amount regarded as free 

for vlistribution through the profit and In's account; and the expression " revenue 

reserve " shall mean any reserve other than a capil.il reserve; 

and in this snh clatisc the expression liability ’■ shall include all liabilities in respect of 
c.xpciulitiirc ainiractcd for and all disputed or contingent liabdilies. 

(2) AViicrc — 

(«) any amount written off or rrlnincd by v\ay of providing for dcprcriation. renewals 

or iliminuiion in value of assets, not being an amount written off in rtlatinn to 

fived .assets before the commencement of this Act; or 

(b) any amount retained In vvav of providing for anv bnown bahihiv; 
is in c.vfCss of the amount which in the opinion of the directors is rcasoiiahlv ncccssarv (or 
the jiUrposc. the exicss sjull lie treated for the purposes of this fcbcdiile as a reserve avd 
not as a provision. 

S. Tor the purpiwis aforesaid, the c.xprmsion ■' qunte>l investment " means en invc-'inun.t 
as respects vchich there has been granted a quotation or perinission to de.a! on a rcrogm-c-d 
stock rxciiangc, and the expression " unqtiotcil invostment ’ «hal! be roiKinm! ariord.ngly, 

Q. 371. Give the Forvi oj Balance Sheet as prescribed by the 
Companies Act, 1956, and as amended npto 1963. 



rA$ amended by Notification No GSR 414 dated 21st March 1961 published in Part II Section S(i) oE Gazette of India Extraordinary 
elated 22nd March 1961 and as further amended by Noiificaiion No 28/1/62 PR dated 4th January 19G3 issued by the Government 
of India in the Ministry of Commerce & Industry (Department of Company Law Administration) and as further amended by 
Notification No GSR 129 dated January 3 19G3 published m the Gazette of India, Part 11 Sec 3(1) page 104 dated 20th January 1968 ] 

(See Sectioa 211) 
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3GG QUESTIONS AND ANSWERS IN BOOKKEEPING & ACCOUNTING 

NOTES 

General msiruclionj /or preparation of balance sheet — (o) The information required 
ro be given under any of the items or sub items in this Form, if it cannot be 
ronvenicntfy included in the balance sheet itself, shall be furnished in a separate Schedule 
or Schedules to be annexed to and lo form part of the balance sheet This is recommended 
when items are numerous 

(b) raise can also be given in addition to Rupees, if desired 

(c) In the ease of subsidiary companies the number of shares held by the holding company 
as well as by the ultimate holding company and its subsidiaries must be separately stated 

The auditor is not required to certify the correctness of such shareholdings as certified 
by the management 

(e«) The item Share Premium Account " shall include details of its utilisaiion in the 
manner provided m section 78 in the year of utilisation 

(d} Short Term Loans will include those which are due for not more than one year as 
at the date of the balance sheet 

(e) Depreciation written oS or provided shall be allocated under the different asset heads 
and deducted in arriving at the value of Fixed Assets 

(/) Dividends declared by subsidiary companies after the date of the balance sheet should 
not be included unless they ace in respect of a period which closed on or before the date of 
the balance sheet 

(g) Any reference to benefits expected from contracts to the extent not executed shall 
not be made in the balance sheet but shall be made m the Board s report 

(h) The debit balance in the Profit and Loss Account shall be shown as a deduction from 
the uncommitted reserves, if any 

(i) As regards Loans and Advances, amounts due by the Managing Agents or Secretaries 
and Treasurers, either severally or jointly with any other persons, to be separately stated, the 
amounts due from other companiM under the same management within the meaning of sub 
section (IB) of section }70 should also be given mth the names of the companies, the maximum 
amount due from every one of these at any time during the year must be shown 

(/) Particulars of any redcccncd debentures which the company has power to issue 
should be given 

(A) Where any of the company s debentures are held by a nominee or a trustee for the 
company, the nominal amount of the debentures and the amount at which they are stated 
in the books of the company shall be stated 

{!) A statement of investments {whether shown under *' Investments ” or under " Current 
Assets ’ as stock in trade) separately classifying trade invratmenls and other investments should 
be annexed to the balance sheet showing the names of the bodies corporate, indicating separately 
the names of the bodies corporate in the same group (with Ihc name of the managing agent 
or secretaries and treasurers, if any, of every body corporate) in whose shares or debentures 
investments have been made (including all investments whether existing or not, made subsequent 



ACCOL'NTS OF JOINT SrOCK COMP WITS 


367 


to the date zs at nirch the prc.:ou« b 3 l 3 "ft;-»? ect trade outi ard the nature and extent 
of t’’c irxc'tr’ents 'o made in each 'uch bodi, corporate, prox ded that in the etne of ar 
inxc^tn’ent companx. that o to sax. a conipanx xxticxc prirc-p'! bu inc<5 i< i!'c arqii xif<'n 
of sbarex. stock, debentures or other scasntics. it shall be su'l cicnt if the 't3t«."'cnt 5''oivs 
orh. the inxesttrenf; cm tine; on the date as at x h'c'o tl-c balance sheet has hteii trade cut 
p'ovdtd fu'-thcr that it shad not be rccessan to gixc anx part'cu’ar' i" respect of inxtstn-crt' 
made bx a inara'tiri; ajeno. or 'ccretanes and treasurers c-'irpanx the n’araoxxi cor par ex' 
shares or debenture'. 

■k ■■ Trade Inxcstnient ” r'cans an mxc'iricrt bx a ciunpan. in the share' or debcnuircx 
of amther companx. not hem;: its sub'tdiarx. for the purpose of pron’otme the trade or 
business of the fir't compatix' 

fn\ If, in the opinion of the Board, anx of t/.e ccr-tr ha-.! end eil.c-neer haxc 

mt a xatue on realisation m the ordirarx course of busine-s at least equal to the arsount at 
xshich thex arc stated, the fact that the Board is of tliat opin'on shall he stated 

(r.) Except in the case of the Best balance sheet laid before the companx after the 
commencement of the Act. the correspondinc; amounts for the immcdiatelx prccal"’s: financial 
xcar for all items shoxxn m the balance sheet shall aho be eixcn in the balance sheet The 
requirement in this behalf shall in tlic ease of companies prcp-irin.; quartcrix or Iialf xearlj 
accounts, etc . relate to the balance 'beet for the corresponding date in the prcxious xcar. 

(o^ The amounts to be shoxxn under Sundrx Debtors shall include the amoiinLs due in 
respect of goods sold or services tcrderctl or in respect of other contractual obligations but 
shall not include the amounts xvh’ch arc in die nature of loans or adxances 

(p) Cumcn; ccccuriis i-ifh Dtrectorj, .'fenepng igents Secretan's c-.d Treasurers cud 
Ma-.ager, rLf.et’i'r tke\ are :i credit or debit, s’.cll be sho-i'n sepiratel',. 


Q. 372. From the following Trial Balance of the National 
Cotton Mills Ltd., -prepare a Trading and Profit and Loss Account 
for the year ended olst December 1966. and a Balance Sheet as on 
that date: — 

[Fo” Trial Bclcnco, sec next page] 

The Xominal Capital of the company consists of 3.200 Preference 
Shares of Rs. 1,000 each, and 5,000 Equity Shares of Rs. 1.000 each. 

Depreciate the Land and Buildings by Rs. 80,000 and Plant and Machi- 
nery by Rs. 4. 00.000. Traiksfer Rs. 3.00.000 to Reserve Fund and Rs. 2,00,000 
to Dividend Equalisation Fund. The Managing Agents arc entitled to a c-om- 
missicn of 11'*. on sales. Provide for interest on Bank Loan for 6 months at 
7'*( . The stocks held on 31s: December 190G were. Cotton at average cc'^t 
R.s. 15.40.000. Coal at cost Rs. 30.000. Yam at or below selling p.nce 
Rs 19,0O.ono. Cloth at or below selling price Rs 22.00,000 :nd Stores a: co't 
Rs. I.O'J.OOO. 
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TRIAL BALANCE 


As at 31st December 1966 



Rs 

Rs 

Preference Share Capital 



Equity Share Capital 



5i% Mortgage Debentures 


2000 000 

Calls unpaid (Equity Shares) 

2 000 

Land and Buildings (Cost Rs 20 00 (X)0) « 

16 00 000 


Machinery and Plant (Cost Rs 96OO0()0) 

j 8100000 


Reserve Fund 


Dividend Equalisation Fund 



Bankers Loan (secured by stock of cotton yarn A cloth) 



Creditors for Cotton 



Creditors for Coal and Stores 



Unclaimed Dividends 


2400 

Cotton Account 

14100 000 

Coal Account 

6^0000 


Sale of Yam 


SdleafChtti 



Fixed Deposits 


240000 

Shares 10 Suburban Dyeing Co Ltd (2000 of Rs 100 each Rs 

80 paid up) 

160000 

Cash m Of^ i 

' JSDO 


Cash at Mills ! 

2 400 


Cash at Bank 

1 28990 


Stores Account 

1 7 20000 



BOO 000 


Dividends Received 


1 58040 

Transfer Fees 


1 1500 

Sundry Debtors (includias Rs 2 600 doe by Directors of the Mill ) 

1 32^00 

Profit and Loss Account (1st January 1966) 

9 09^50 

Salaries 

1 13SOOO 

Rent Rates etc 

' 6SOCO 


Income tax 

32000 


General Expenses 

' 94000 


Debenture Interest 

1 55000 


Due for Salaries Wages etc 


64000 

Preference Shares Dividend (for 1965) 

2 24 000 


Ordinary Shares Dividend (for 1965) 

4^9 800 


Rs 

273 85 190 

2,73 85 190 


A THE NATIONAL COTTON MILLS LTD 

TRADING AND PROFIT & LOSS ACCOUNT 


For the yehr ended 31st December 1966 



Rs 



To Cotton Account 

14100000 


6120000 

„ Coat Account 


Sale of Cloth 1 

7400000 

Stores Account 




Wages Account 

800000 1 

Rs 


„ Gross Profit c/d. 


Cotton 15 40 000 

Coal 30 000 

Stores 190 000 

Vam 1900000 

Ctotfa 22 00 COO 

58 60000 

Rs 

i 

1 9380000 

Rs 

1 93 80000 
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TRADING AND PROFIT & LOSS ACCOUNT— corJt:. 


To Salaries 
„ Rent, Rates, etc, 

„ General Expenses 

Debenture Interest 

Bank Loan Interest 
„ Depreciation on ; — Rs. 

Land and Buildings SO.OOO 

Plant and Machinery 4,0O,0C0 

Rs. 

1.35.000 
68,000 
94.C00 

1.10.000 
35,000 

A Cn 

Rs 

By Gross Profit b 'd. . 31,30,('CO 

,. Dividends Reccised .. 5s[o-',0 

„ Transfer Fees j ’soo 

„ Managing Agents' Commission . . 

„ Net Profit transferred to Appro- 
priation Account 

2,02.800 

20.64.740 


Rs. 

31,89,540 

Rs. , 31.89,540 

i 

PROFIT & LOSS APPROPRIATION ACCOL^NT 

1 

Rs. 

Rs. ' Rs. 

To Income-tax 

32,000 

By Balance— 1-1-66 . 9.09,250 

„ Rcsers'c Fund 

3,00.000 

Less Preference 

„ Dividend Equalisation Fund . . 

2,00.000 

Dividend 2,24,000 

„ S.tlancc earned to Balance Sheet 

17,1S,I90 

Ord. Dividend 4,99,StX) 

Rs. 

22,50.190 

7,23,800 

1,85,450 

„ Net Profit this year . 20,64,740 

Rs. 22,50,190 


THE NATIONAL COTTON MILLS LTD. 
BALANCE SHEET 
As at 31st December lOCG 


Liabiliiies Rs. ; Rs. 

.-Irre/r Rs. ' Rs. 

Authorised Capital : — 

Fixed Assets 

3,200 73% Preference 

Land and BuildinC' at 

Shares of Rs, 1,0C0 

Cost . 20,03,0C0 

each .. 32.00,000 

Less Depre- 

5.000 Equity Shares of 

ciation 

Rs. 1 .CkW each . . 50,00,000 j 

written oil 


in previous Rs. 

Rs. 82,00,000 

vears . . 4,00,000 



Less Depre- 

Issued, Subscribed and 

ciation 

Paid-up Capital : — , 

written ofi 

3,200 7J% Preference 1 

this \ ear.. 80,000 

Shares' of Rs. 1,000 ’ 

- q.SO.d'O 

each full vpaid .. 32,00,000. 

15,20,CC0 

5,000 Equity Sh.trcs of 

Plant A .Machi- 

Rs. 1 .OOOeach 50,00,000 

ncry at cost . . 96,00.000 

Less Calls in 

Less Depre- 

arrears .. 2,000 

ciation 

49,93,000 ' 

written oti 

81,98,000 

in prcNioiiN 


scans 15.00,000 


Less Depre- 


ciation 


written oiT 


this re.ir. . 4,00,0C0 


19.CO.CCO 


77 iVO.CsO 

CcrricJ/omtird Ks. 1 Sl.^S.OOO 

Ca^ri.-d rii'av.T-.f Rv. sjsjyn r.jy 


Q A.-2-i 
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BALANCE SHEET— contd 



Brought forward Rs 
Investments — Trade 
2 000 Sbares in Suburban Dyeing 
Co Ltd Rs 100 each Rs 80 
paid (Unquoted) 

Current Assets Loans & Advances 
(A) Current Assets — 

Stock in Trade — Rs 

Cotton at average 
cost 15 40000 

Yam at or below 
selling price 19 00 OOO 

Cloth price 22 00 OOO 

Co2i at cost 30 OOO 

Stores at cost 1 90 000 

Book Debts — 

On Open Accounts 1 29 600 

Due by Directors 2 600 

Cash and other Balances — Rs 
In Office 1 gOO 

At Mills 2400 

At Bank 28 990 


Continoeni LiabUtty — [n respect of Calls not yet made on 2 000 shares in the 
Suburban Dyeing Co Ltd at Rs 20 per share Rs 40 000 


Q 373 From the joUotoing Trial Balance of the Excelsior 
Rubber Ploutaticme, Ltd , prepare Pro/it and Loss Account and 
Appropriation Account for the year ended Slst December 1966 and 
a Balance Sheet as on that date — 




I Rs 

Rs 

Share Capital Autbonsed and fssued 



1000000 

Leasehold Estate in Ceylon 


738450 


Development Account 1st January 1966 


1 2.96720 


Expenditure m Ceylon during 1966 — 

Rs 



Upkeep of producing area tapping manufactunng 




shipping etc 




Further outlays oa areas not tn bcanng 

51 060 





2;34 090 


Buildings and Machinery 


1 37 200 


Inventory of Cattle Stores etc. 


10 530 


Stock of Rubber in Store and in Tiansil at 31st Deccmb« 1965 




Proceeds of Rubber sold 


1 142,410 

4,23,970 

Profit on Exchange 




Directors Fees 


8 500 


Audit Fees 


1 2 540 


Income-tax 


24,300 


Interest on Deposit 








Cash at Bankers and in hand 


1 74 880 


Sundry Debtors 




Sundry Creditors 



45 810 





Profit and Loss Account Balance after payment of Rs 1 25000 Final | 







Interim Dividend paid 31st July 1966 


25 000 



Rs. 

17 05 640 

1 

17 05 640 
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Provide 10 per cent Depreciation on Building and Machinery; carry 
Rs. 50,000 to General Reserve and provide for additional remuneration of 
the Directors, viz,, 21 per cent on the profit for the year before charging 
Income-tax and the General Reserve. The Stock of -Rubber in Store and in 
Transit on 31st December 19G6 was valued at Rs. 1,36,S60. 


A. THE EXCELSIOR RUBBER PLAXTATIOXS LTD. 

PROFIT AKD LOSS ACCOUNT 
For the year ended 31st December 19GG 
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PROFIT AND LOSS APPROPRIATION ACCOUNT 



Rs P. 


Rs P 

To Dividend for 1965 . 

US.OOOOO 

By Profit of last year 

2,09,98000 

„ Interim Dividend 

2500000 

„ Net Profit dunng the year 

245,722 25 

„ Income tax 

24.30000 




50.000 00 



„ Balance available for 




distribution 

2,11.40245 



Rs. 

435.70225 

Rs 

4,35,70125 


Q. 374. The following was the Trial Balance of the Indian 
Products Ltd. on 31st December 1966 — 



Rs 


Rs 


1 30 000 

Unclaimed Dividends 

1,700 

Machmery 


Sinking Fund for Redemption 





2,50 000 


8,320 

Reserve Fund 

47,500 

Sundry Debtors 


Returns from Purchases 

3400 



Bills Payable 

9,300 



Subscribed and fully called 




Capital 



3400 




2300 

Investments 

8,000 



Sundry Creditors 



3,000 

Miscellaneous Receipts 

400 



Debentures 




Reserve for Bad Debts 



1,00,000 

interest on War Bonds 

3,000 



Sales 

9.83,500 


4 50 600 

Profit and Loss Account 




Balance 

9.600 


3 900 

Depreciation Fund 

2.02.400 

Postage. Stationery, etc 




Rent Rates and Taites 




Carnage 




Travelling Expenses 








Sinking Funds Investments 

230,000 



Goodwill 

50,000 




4425 



Returns from Customers 

4,700 



Bank Charges 

150 




1400 



Depreciation on Machinery 

55 000 



Depreciation on Buildings 

15,000 



Rs 

32,79,025 

Rs 

32.79,025 


You are required to prepare Trading and Profit and Loss Account and 
Balance Sheet as required by the Companies Act after making the following 
adjustments — 
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Roser%’c for Bad Debts is to be maintained at 5'^i on Sundry Debtors. 
Directors’ Fees amounting to Rs. 300 are to be provided. Insurance Ls paid 
for the year ending 31st March 19G7. Write oil the whole of Preliminary 
E-xpenses. Add Rs. 10,000 to Sinking Fund for Redemption of Delx>nture.=:. 
The Closing Stock includes goods worth Rs. 3,000 received on the last dav 
and which have not been passed through the Purchase Book. The Autho- 
rised Capital of the Company is Rs. 15.00,000 divided into 15,000 Shares of 
Rs. 100 each. The Stock on 31st December 19G6 was Rs. 1,37,000. Market 
value of Investments on 31st December 196G was Rs. 3,42,000. 


A. 

THE INDIAN PRODUCTS LTD. 
TRADING AND PROFIT & LOSS ACCOUNT 
For the year ended 31st December 1900 



Rs. 

Rs. 


Rs. 

Rs. 

To Stock 


1,30,000 

Bv Sales 

9,83400 


„ Purchases 

6,50,000 


Less returns 

4,700 


tess returns 

3,500 




9.7S.SOO 



6,46,500 

„ Stock at end 

• • 

1,37,000 

,. Wages 

.. 

75.00C 




„ Cartage 

, , 

2.000 




.. Motive Pouer 

, , 

19,000 




„ Gross Profit c/d. 

•• 

2.43.300 





Rs. 

11,15,500 


Rs. 

11,15,800 

To Salaries 


20.913 

Bv Gross Profit b/d. 

.. 

2,43.3C0 

„ Rent, Rates, Taxes 


6,200 

„ .Miscell.incous Receipts 

„ , 

400 

„ Directors' and .Auditors' 

Fees 

3,200 

„ Interest on War Bonds 

, . 

6,000 

„ Repairs 


3.900 




„ Insurance 


2,250 




„ Postage. Stationery, etc. 


2.100 




„ General Expenses 


1.417 




„ Travelling E-xpenses 


1.050 




„ Bank Charges 


150 




Discount on Sales 


1,300 




„ Bad Debts 


3.400 

r 



„ Interest on Debentures 


12,000 

► r ^ « 



„ Reserve for Bad Debts 


2,500 

V ^ 



1. Discount on Debentures 


1,000 




(l/5th written oil.) 






„ Preliminary Expenses 

. . 

5,320 




„ Depreciation on : — 

R^. 





.Machinery 

55.0U0 





Btiildings 

15,000 







70,000 




Net profit transferred to Appro- 





priation Account 

* * 

1,10,000 





R< 

2 40 


R.S. 

2.49.TCO 
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THE INDIAN PRODUCTS LTD 
BALANCE SHEET 
As at 31st December 1966 
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A. The Balance Sheet is not properly drawn up for the following 
reasons: — 

(1) Heading. — A Balance Sheet is prepared to show the position of 
affairs of a concern on a certain date and it does not relate to any particular 
period. The words “for the year to” in the heading are therefore iiicorrect 
and tlic proper heading would be “Balance Sheet as at 30th June 1907.'’ 
The name of the company is also essential, 

(2) “To” and “By”. — Tire words “To” and “By” should not be used 
on the two sides of the Balance Sheet, since a Balance Sheet is not an account 
but only a summarised statement of assets and liabilities arranged in a 
particular order. 

(3) The words “Assets” should be stated on the top of the right-hand 
side, and the words “Liabilities” on the top of the left-hand side, to enable 
any lay i^erson to understand the statement more clearly. 

(4) Authorised Capital should be shown as the first item on the loft 
followed by Issued, Subscribed and Paid-up Capital, since all these items are 
required to bo slated separately. 

(5) Debenture Stock. — If this is secured by the hypothecation of any 
assets, that fact must be stated by way of a note underneath the item. 

(6) Credit Balances and Rcscn’c Funds. — Tiic nature and composiiion 
of this item is ambiguous. Specific Rcsoiwes and General Reserve Fund 
should bo separated from other credit balances representing actual liabilities. 
Depreciation Funds and Funds created to meet contingent liabilitio.s stiould 
also be slated separately. Tlie other liabilities of the Company sliould be 
cla.'^ified as under and stated separately; — 

Liabilities — 

for Goods supplied. 

„ Expenses. 

.. Acceptrnccs. 

.. Other finance. 

(7) Credit balances in respect of Unclaimed Dividends. Interest accrued 
on Debentures and Loans Unsecured .«houId also be shown separately from 
each other. Reserve dor Doubtful Debts should not be deducted from the 
amount of Sundry Debtors on the r.fwets side, but should bo shown separately 
on the linbilitie.s side. 

(S) Diridcml paid seems to bo interim for the current year and must be 
stated as such. 



37G 


QUESTIONS AND ANSWERS IN BOOKKEEPING & ACCOUNTING 


(9) Fixed Assets — These have all been mixed up together The Form 
requires all the assets to be shown separately from each other as far as pos- 
sible Moreover, the original cost of each fixed asset and the depreciation 
written off to date must be shown distinctly 

(10) Debtor Balances — This item is also ambiguous as the nature and 
composition of the same are not stated clearly Debit balances m respect of 
Preliminary Exoenses, Commission on Shares, J^iscount on Debentures, 
Prepaid Expenses, etc should all be shown separately from each pther The 
amount of Book Debts should also be stated distinctly from Debtors for 
Loans, if any 

(11) Stock — The basis of valuation of stock is not shown. It must be 
stated whether it is valued at cost or market price 

(12) Cash at Bank and Sundry Investments — The nature of mvestments 
and the mode of valuation, e g cost or market value, should be stated clearly 
The cash balance should be shown separately from the Investments 

Q 37G What Books of Accounts must he kept by a company 
under the Companies Act, 1956’ 5tcte the consequences of default 
tn this respect 

A Section 209 states that — 

Books of account to be kept by company — (1) Every company shall 
keep at its registered office proper books of account with respect to— ■ 

(a) all sums of money received and expended by the company and the 
matters in resoect of which the receipt and expenditure take place, 

(b) all sales and purchases of goods by the company, 

(c) the assets and liabibties of the company, 

Provided that all or any of the booksjof account aforesaid may be kept 
■lK Vifih. QfhA'z vw tt-A wav datvit w/i ’iibAV. 

the Board of directors so decides, the company shall, within seven days of 
the decision, file with the Registrar a notice m writing giving the full address' 
of that other place and 

(d) in the case of a company pertaining to an> class of compames 
engaged irt production, processing, manufacturing or mining activities, such 
particulars relatmg to utihsation of material or labour or to other items of 
cost as may be prescribed, if such of compames is required by the books 
of account by the Central Government to mclude such particulars m the 
books of account 

(2) Where a company has a branch office, whether in or outside India, 
the company shall be deemed to have complied with the provisions of sub- 
section (1) , if proper books of account relatmg to the transactions effected at 
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1he branch office are kept at that office and proper summarised returns, made 
up to dates at intervals of not more than three months, are sent by the 
branch office to tiie company at its registered office or the other place referred 
to in sub-section (1) . 

(3) For the purposes of sub-sections (1) and (2), profxjr books of 
account shall not be deemed to be kept vith respect to the matters specified 
therein, if there are not kept such books as are necessary to give a true and 
fair view of the state of the affairs of the company or branch office, ns the 
case may be, and to explain its transactions. 

(4) (a) The books of account and other books and papers shall be open 
to inspection by any director during business hours. 

(b) The books of account and other books and papers shall be open to 
inspection during business hours — 

(i) by the Registrar, 

(ii) by any officer of Government authorised by the Central Govern- 
ment in this behalf: 

ProAuded that such inspection may be made without giving any previous 
notice to the company or any officer thereof. 

(c) The Registrar or such officer may during the course of inspection — 

(i) make or cause to be made copies of the books of account and 
other books and papers: 

(ii) place or cause to bo placed any marks of identification thereon 
in token of the inspection ha\ing been made. 

(d) In order to enable the Registrar or such officer to make an inspec- 
tion of the books of account and other books and papers of the company, it 
shall be the duty of the company- — 

(i) to produce to the Registrar or such officer such books of account 
and other books and papers of the company as the Registrar or 
such officer may require, 

(ii) otherwise to give to the Registrar or such officer all assistance 
in connection with the inspection which the company is 
reasonably able to give. 

(4A) Tlic books of accovmt of every company relating to a period of 
not less than eight years immediately preceding the current year together 
wth the vouchers relevant to any entrv- in such books of account shall be 
preserved in good order: 

Provided that in the case of a company incorporated le.ss than eiriit 
years before the current year, the books of account for the entire period 
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preceding the current year together with the vouchers relevant to any entry 
in such books of account shall be so fffeserved 

(5) If any of the jiersons referred to m sub-section (6) fails to take all 
reasonable steps to secure comphance by the company with the requirements 
of this section, or has by his own wilful act been the cause of any default by 
the company thereunder, he shall, in respect of each offence, be punishable 
vnth imprisonment for a term which may extend to six months, or with fine 
which may extend to one thousand rupees, or with both 

Provided that in any proceedings against a person in respect of an 
offence imder this section consisting of a failure to take reasonable steps to 
secure comphance by the company with the requirements of this section, it 
shall be a defence to prove that a competent and rehable person was charged 
Nvith the duty of seeing that those requirements were complied with and was 
in a position to discharge that duty 

Provided further that no person shall be sentenced to impnsonment for 
any such offence unless it was committed wilfuUy 

(6) The persons referred to m sub-section (5) are the following 
namely — 

(a) where the company has a managing agent, secretaries and trea- 
surers or managing director or manager, such managing agent, 
secretaries and treasurers or managing director or manager, and 
all officers and other employees and agents as defined in sub section 
(6) of section 240 but excluding bankers, auditors and legal advisers 
of such managing agent or secretaries and treasurers, 

(b) where such managing agent or secretaries and treasurers are a 
firm, every partner in the firm, 

(c) where such managing agent or secretaries and treasurers are a body 
corporate, every director of such body coiporate, 

(d) where the company has neither a managing agent nor secretaries 
and treasurers nor managmg director nor manager, every director 
of the company and 

(e) whether or not a company has a raanagmg agent or secretaries and 
treasurers every officer and other employee and agent (defined as 
aforesaid) of the company 

(7) If any person, not bemg a person referred to ui sub-section (6), 
havnng been charged by the managing agent, secretaries and treasurers, 
managmg director, manager or Board of directors, as the case may be, with 
the duty of seemg that the requirements of this section are complied ivith 
makes default in doing so, he shall, m respect of each offence, be punishable 
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with imprisonment for a term which may extend to six months, or with fine 
which may extend to one thousand rupees, or witla both. 

Q. 377. What are the requirements of the Companies Act, 1956. 
as to the preparation of Final Accounts and Balance Sheet? 

A. Section 210 states as follows: 

Annual accounts and balance sheet. — (1) .At even.* aimual general 
meeting of a company held in pursuance of section 1G6, the Board of directors 
of the company shall lay before the company — 

(a) a balance sheet as at the end of the period specified in sub-section 

(3) ; and 

(b) a profit and loss account for that period. 

(2) In the case of a company not carrying on business for profit, an 
income and e.xpenditure account shall be laid before the company at its 
annual general meeting instead of a profit and loss account, and all references 
to “profit and loss account”, “profit” and “loss” in this section and ehc- 
where in this Act, shall be construed, in relation to such a company, ns 
references respectively to tlie “income and e.xpenditure account”, “the excess 
of income over e.xpenditure”, and “the excess of- expenditure over income”. 

(3) The profit and loss account shall relate — 

(a) in the case of the first annual general meeting of (ho company, to 
the period beginning Asdth the incorporation of the company and ending with 
a cia.v which shall not precede the day of the meeting by more than nine 
months: and 

(b) in the case of any subsequent annual general meeting of the 
company, to the period beginning wdth the day immediately after the period 
for which the account was last submitted and ending \wth a day which shall 
not precede the day of the meeting by more than si.x montlis. or in case.s v.herc 
an e.xtension of time has been granted for holding the meeting under the 
second proviso to sub-section (1) of section 166, by more than six months 
and tlie oxten-sion so granted. 

(4) Tlie period to which the account aforc.said relates is referred to in 
tiiis Act as a “financial year”; and it may be loss or more than a calendar 
year, but it shall not exceed fifteen months: 

Provided that it may e.xtend to eighteen month.s whore special lycrmls- 
sion has been granted in that behalf by the Registrar. 

(5) If any person, being a director of a company, fails to tal:c all ren.'-on- 
ablc steps to comply witli the prowsions of this section, he .sluill. in respect 
of each offence, bo punu^habio with imprisonment for a tcmi vvhich may 
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extend to six months,' or with fine which may extend to one thousand rupees, 
or with both 

Provided that in any proceedmgs against a person in respect of an 
offence imder this section, it shall be a defence to prove that a com- 
petent and reliable person was charged with the duty of seemg that the 
provisions of this section were comphed %vith and was in a position to 
discharge that duty 

Provided further that no person be sentenced to imprisonment for 
any such offence unless it was committed wilfully 

(6) If any person, not bemg a director of the company, having been 
charged by the Board of directors with the duty of seemg that the provisions 
of this section are complied with, makes default in doing so, he shall, m 
respect of each offence, be punishable with imprisonment for a term which 
may extend to six months, or wnth fine which may extend to one thousand 
rupees, or with both 

Provided that no person shall be sentenced to imprisonment for any 
such offence unless it was committed NvilfuUy 

Q. 378. State bnefiy the requirements of the Companies Act, 
1956, as to Board’s RepoH 

A. Board’s report — (1) There shall be attached to every balance sheet 
laid before a company in general meeting, a report by its Board of directors, 
with respect to— 

(a) the state of the company’s affairs, 

(b) the amounts, if an>, which it proposes to carry to any reserves in 
such balance sheet, 

(c) the amoimt, if any, which it recommends should be paid by wa> of 
di\ idend, 

(d) material changes and commitments, if any, affecting the financial 
position of the comoany which have occurred between the end of the financial 
year of the company to which the balance sheet relates and the date of the 
report 

(2) The Board’s report shall, so far as is material for" the appreciation 
of the state of the company’s affairs by its members and will not in the 
Board’s opimon be harmful to the busmess of the company or of any of its 
subsidiaries, deal uvith any changes whicdi have occurred during the financial 
year — 

(a) in the nature of the company’s busmess, 

(b) m the company’s subsidiaries or in the nature of the busmess carried 
on by them, and 
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(c) generally in the classes of business in which the company has an 
interest. 

(3) The Board shall aJso be bound to give the fullest infoiTnation and 
explanations in its report aforesaid, or in cases falling under the proviso to 
section 222, in an addendum to that report, on every reservation, qualification 
or adverse remark contained in the auditors’ report. 

(4) The Board’s report and any addendum thereto shall be signed bj- 
its chairman if he is authorised in that behalf by the Board; and where he is 
not so authorised, shall be signed by such number of directors as are required 
to sign the balance sheet and the profit and loss account of the company bj' 
virtue of sub-sections (1) and (2) of section 215. 

(5) If any person, being a director of a company, fails to take all 
reasonable steps to comply with the provisions of sub-section, (1) to (3), or 
being tlie chairman, signs the Board’s report otherwise than in confonnily 
Tvith the provisions of sub-section (4), he shall, in respect of each offence, 
be punishable with imprisonment for a term which may extend to six montlis, 
or with fine which may e.\tend to two thousand rupees, or with both: 

Provided that no person shall be sentenced to imprisonment for any 
such offehee unless it was committed wilfully: 

Provided further that in any proceedings against a person in respect of 
an offence under sub-section (1) , it shall be a defence to prove that a com- 
petent and reliable pemon was charged with the dut.v of seeing that the provi- 
sions of that sub-section were complied with and was in a position to dis- 
charge that duty. 

(6) If any person, not being a director, having been charged by the 
Board of directors with the dutj' of seeing that the provisions of sub-sections 
(1) to (3) ai-e complied with, make default in doing so, he shall, in respect 
of each offence, be punishable with imprisonment for a term which may 
extend to six months, or with fine which may extend to two thousand 
rupees, or with both: 

Provided that no person shall be sentenced to imprisonment for any 
such offence unless it was committed wilfully. (Sec. 217.) 

Q. 379. The X. Y. Company Ltd., has a Nominal Capital of 
40,000 7/0 Redeemable Preference Shares of £10 each (redeemable 
on or before the 30th Jttnc 1969) aiid 40,000 Ordinary Shares of £10 
each. The Coynpany has also issued G'o £2,00,000 Dcbe7\tures of 
£100 each secured by a floating charge over all the a.sscts. 
£40,000 of these Debentures have been redeemed but are available 
for rc-Lsue. 
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From the following Tnal Balance as on 30th June 19b7, you are 
required to preoare a Trading and Profit and Loss Account for the year and 
a Balance Sheet as on 30th June 1967 — 

Stocks on 30th June 1967 were — 

Stock-in-Trade £2 66,000, Stores £2,000, Stationery £4,000 Write off 
depreciation on Furmture and Fittings at 10%, and Plant and Ilachmcry at 
5% and £10 000 off Land and Buildings Provide a Reserve of £10,000 m 
respect of Doubtful Debts Write off l/3rd of the Preliminary Expenses half 
the commission on Issue of Shares and half the Discount on Issue of Shares 

Investments consist of £40 000 5% War Stock at par and of £80,000, 
the cost of 16,000 shares of £5 each m M N Co , Ltd , a Subsidiary Com 
pany A sum of £40,000 due from M N Co, Ltd, is mcluded amongst 
Sundry Debtors 

A dividend of 10% Free of Tax has been paid by th“ Subsidiarv Com 
pany during the >ear The audited accounts of the Subsidiary Company 
show — 

(a) that the company made a net profit for the year of £18,000, 

(b) that a sum of £ 1,000 was paid as Directors’ Fees to tne Directors 
of X Y Company Ltd., 

(c) that the Auditor’s report to the Sharenolders was qualified by the 
words “subject to the valuation of stock” 

TRIAL BALANCE 


As at 30th June 1967 


Capital— 

£ 

£ 

PicfercDce Shares fully paid 


400 OCO 

Ordinary Shares , „ 


300000 

Printing and Stationery (including opening stock) I 

8 0C0 


Carnage Inwards j 

6.000 



4 000 


Bad Debts | 

3 000 


Furniture and Fittings cost less depreciation to 30th June 1966 | 

5 000 


"Land andBuildmgs, cost less depreciation to 30-6-W66 

nooot) 


Plant and Machinery „ „ „ „ n 

50 000 

1 

Balance at Bank 

55 800 



5050 


Debentures 


i 160 OCO 

Sundry Creditors I 


' 79 000 

Debenture Interest 

9600 


Bills Receivable 

115 000 




41 800 


20000 

Dividends and Interest Received (gross) 


10000 

Dividend — Preference (paid to 3Ut December i96S} ! 

14000 1 


„ Ordinary Interim 6% paid ! 

18000 1 


Prchroioary Expenses ; 






Investments 

120000 i 
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n 


To Preliminary Expenses 900 
„ Commission on Shares 2 800 
„ Discount on Shares 2 150 

„ Income tax 

„ Preference Dividend (paid to 
31 12 66) 

Ordinary Dividend (Inieritn) 
Balance carried forward 

£ 






ACCOUNTS OF JOINT STOCK CO^!^A^^^S 


r»o 

Q. 380. Give a brief summary of the decisions in the leading 
English Cases hearing on the question of Divisible Profits. 

A. The following are the most important decisions regarding the 
question of Divisible Profits. 

Lee V. Neuchatcl Asphaltc Co. Ltd. — In this case, it was decided that 
where a company was formed, to work a wasting asset such as a mining lease 
or concession, and the Articles specifically stated that it was not necessary 
to provide for the depreciation of such asset prior to declaring a dividend, 
ther'e was nothing in the Companies Act to compel it to do so. 

Crabtree v. Crabtree. — In this case, it was held that in the ordinaiy 
course of ascertaining the profits of a manufacturing business where machi- 
nery'’ is emploj'cd for the purpose of earning such profits, it is essential that in 
addition to writing off aU sums necessarily’ expended on repairs and renewals 
to machinery, a proper sum in respect of depreciation of that asset should 
also be charged to revenue before arri\’ing at the net profits of the business. 

Verner v. General Commercial and Investment Trusts. — It was decided 
in this case that, subject to its Articles, an Investment Trust Company may 
distribute a dividend out of the excess of current revenue over its current 
expenditure without making good the loss arising from diminution in value 
of its invesdnents. The investments in this case were fixed assets and the 
loss in their value was a capital loss. 

Bolton V. Natal Land & Colonisation Co. — ^Held that a Company may 
declare a dividend out of current profits without necessarily making good 
the loss of Capital assets. The fact that a company’ had v.’ritten up the value 
of its land some years back and credited the appreciation to the profit of 
that year, did not place it under any obligation to bring into account in every' 
subsequent year the increase or decrease in the \’aluo of its land.'^. 

Wilmcr V. IVIcNamara. — It was held that a dividend can be paid out 
of current profits v.’ithout providing for depreciation of fixed assets of a trans- 
port company which consisted of goodwill, leasehold premises, horses and 
vans, plant, etc. 

The Ammonia Soda Co. Ltd. v. ChamberLain and Others. — It was held 
that the Companies Acts did not impose any’ obligation upon a Limited 
Company, nor did the Law require that it should not distribute as dividend 
the clear net profits of its trading unless its paid-up capital was intact or 
until it had first made good all losses incurred in previous years. 

Staplcy f. Bead Bros. — It v.-as held that for the purpose of declaration 
of dividends out of the profits earned in a particular year, it •.vn-s no: necc.<- 
snry to ntake good the previous debit, if any. standing on the Profit and Loss 
Account, the Court in this respect affirming the decision in Ammonia Soda 
r. Chamberlain. It was further held that the writing off of the Goodv. ill 
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out of the Drofits m the previous years did not amount to a pei-manent capi- 
talisation of such profits and that the Company was not precluded, m any 
subsequent year, from ivnting hack to GoodiviJl Account, a sum not exceed- 
mg its then fair value by giving a coiresoondmg credit to Profit and Loss 
Account and treatmg such profit as available for dividend This is provided 
there is nothing m the constitution of the Comoany prohibiting such a 
procedure 

Lubbock V The Bnfish Bank of South America Ltd — It was decided 
in this case that profit made on the sale of a part of the busmess was no doubt 
profit on Capital and not part of the Capital itself, as the sum was the surplus 
ascertained on the assets side after the habihties and capital were placed on 
one side and the assets on the other That as the Company’s Articles per 
nutted such a distribution the directors were justified in carrying over such 
profit to Profit and Loss Account 

Wall V London & General Pro\Tncial Trust Co Ltd — ^It was held 
that, having regard to its Articles, the company cannot treat profits made 
on redemption to its Debentures as being available for dividend The view 
taken by the Court was that the Comoany could not regard such a profit in 
the nature of a revenue nrofit as it resulted from the extmction of the com- 
pany s own habihties The Comoany’s Articles m this case had distinctly 
laid It down that no dividend or bonus should be payable except out of the 
net profits ansmg out of the busmess of the company 

Foster v The Neiv Tnmdad L>ake Asphalle Co Ltd. — In this case, it 
was decided that the profit made on the realisation of an asset taken over by 
a company on its formation is not available for Dividend, even though such 
asset be a book debt, without due regard to the value of the assets as a whole 

Bond V The Barrow Haematite Steel Co Ltd — ^In this case, it was 
held that Preference Shareholders cannot claim to be paid Dividends out of 
current urofits as a matter of right and without regard to such provision for 
Reserves as the Directors may deem necessary 

Q 381 What general conclusions can you draw from the 
above decisions in regard to profits available for Dividends^ 

A The following conclusions can be drawn from the above decisions 
in regard to profits available for dividends — 

(1) A dividend pre-supposes a trading profit or a surplus 

(2) The Company Law does not require a company to maintam its 
capital intact but merely forbids any oact of the capital to be returned to its 
shareholders 

(3) Neither the sanction of a General Meetmg nor an express authority 
in the Memorandum or the Articles can justify the payment of a dmdend 
out of capital. 
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(4) W’Tiether it is necessary’ or not for a company to replace capital 
previously lost before distributing the current profits depends entirely on the 
company’s own regulations; but the company must retain sufficient assets to 
enable it to pay off its debts and liabilities while declaring dividends. 

(5) Depreciation or Loss on Floating or Circulating Assets must always 
be made good before the pa3'ment of a dividend. 

(6) Depreciation of Fixed Assets need not necessarilj* be provided for 
before the payment of a dividend; but as to whetlier such a provision is neces- 
sarj' or not will be a question of fact, to be determined bj* the Court, v.-ith 
due regard to the circumstances of each particular case and the regulations 
of tlie company concerned. 

(7) In case of a manufacturing concern, due provision must be made 
for Depreciation of Plant and Machinery' before ascertainment of divisible 
profits. 

(8) Unless so required b\' its Articles, a companv’’ formed to work a 
wasting asset need not necessarilv’ provide for depreciation of such asset 
before arriving at divisible profits. 

(9) That if a company paid dividends in anj* one j'ear out of a credit 
balance on Profit and Loss- Account of that year properly arrived at, then 
such dividend is not paid out of Capital. 

(10) Assets mav’ be re-v'alued, provided it is done honestlj’ and with 
the approval of the shareholders. An asset that mav’ have been over-depre- 
ciated in the past maj' be wTitten up, and the surplus tlius arising maj- be 
utilised in writing down another asset, in order that the book value of each 
maj- be brought nearer the present value. 

(11) Capital Profits or anv' accretion in the value of fixed capital of a 
Limited Company can onlj' bo distributed, if after a re-valuation of all the 
assets and liabilities of the company, there is a distinct surplus over the 
Capital; it is equally necessary to see that such capital profit is realised in 
cash and the regulations of the company allow such a distribution. 

Q. 382. (a) What do yon understand by the terms ‘^Intrinsic 

Value" and ''Market Value" of shares? 

(b) Given below is the Balance Sheet as on ZQth June 1967 of 
Khangi Company Ltd., a Private Cornpany. You arc asked to 
ascertain the “Intrinsic Value" and the “Market Value" of the 
Shares. 
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Liabililies ] 

Issued Capital — ! 

TSOOOsharesofRs 10each,fallypaid I 
Workmen s Provident Fund i 

Reserve Fund 

Reserve for Doubtful Debts I 

Depreciation Funds — Rs 

Buildings 50,000 

Furniture 1 000 

Investment Fluctuation Fund 
Sundry Creditors 

Profit and Loss Account — Rs 

Balance l.?5,0C0 

Profit for the year to 
30-6-1967 7,90,000 


7,50 OOd 
15 000 
75 00(N 

2S/)00 


51,000 
62 000 
7«000 


Assets 

Goodwill at cost 

Buildings at cost 

Furniture at cost 
Stock at cost 

iQvesCcncnts m Gilt edged Securities 
at cost 

Sundry Debtors 
Cash and Bank Balances 


Rs 19,71000 


85 000 
3^5 000 
5,000 
8.50000 

3,20000 

3,35,000 

51,000 


The Company is expected to maintain its profit-earning capacity for 
the next year The average annual ineld of companies in similar line of trade 
is 20% on the market value of their shares The Goodwill of the company 
IS worth four times the amount shown in the books The other assets are worth 
the v'alues stated in the Balance Sheet, less the respective reserves created 
against them The net income received from Investments during the year 
ended 30th June 1967 was Rs 13,000 Make calculations to the nearest Rupee 


A. (a) The Intrinsic Value of a share is the value arrived at on the 
basis of the net assets of the company on a certain date In order to arrive 
at the net assets, the assets should be taken at their present value to the busi- 
ness as a going concern From the total assets should be deducted all the 
habiUties on that date and the balance will be the amount of net assets 
This amoimt should be divided by the number of shares subscribed at the 
date of the Balance Sheet, and the ultimate result will be the Intrinsic Value 
of each share If the present value of the assets are different from those 
indicated m the last Balance Sheet, the Balance Sheet values must be ignored 
and the assets must be taken at their present worth, m order to arrive at the 
true intrinsic worth of the business 


The Market Value of shares, on the other hand, is arrived at on the 
basis of the yield obtained or profits earned on the shares In Older to ascer- 
tain the market value, it is necessary to find out the percentage of profits 
earned by the company on the net assets employed in the business For this 
purpose, non-trading assets and non trading income should be excluded so 
that the true effective capital emnloyed in the business can be ascertamed 
The percentage of profit earned on the capital employed gives the profit- 
earning capacity of the business The average profit earning capacity of 
businesses of a similar type should then be compared on the basis of the 
market values of their shares 
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(b) INTRINSIC VALUE OF 

Total Book Value of the Assets 

SHARES. 


Rs. 

19,71,000 

Add Appreciation in the value of Goodwill 

. . 

. . 

2,55.000 

Less Reserve for Doubtful Debts . . 


Rs. 

25,000 

22.26,000 

„ Depreciation Funds — 

Rs. 



Buildings 

F umiture 

„ Investment Fluctuation Fund 

50,000 

1,000 

51.000 

62.000 



1,38,000 

„ Present Value of the Assets on a going concern 

basis = Rs. 20,88.000 


Less Liabilities — 


Workmen’s Provident Fund 

• » » » 

15,000 


■ Sundry Creditors . . 

. . 

78,000 

93,000 

Net Assets 

.’. The Intrinsic Value of each share is — 

19.95,000 

= Rs. 27 approximately. 

75,000 

MARKET VALUE OF SHARES. 

= Rs. 

19.95,000 

Rs. 

Total Book Value of the Assets 

• • • * 


19,71,000 

Less Non-trading Assets — Investments 

• « > • 

Rs. 

3,20,000 

16,51,000 

Less Reserve for Doubtful Debts . . 

„ Depreciation Funds — 

Buildings 

Furniture 

„ Trade Liabilities — 

Rs.' ’ 
50,000 
1,000 

25.000 

51.000 

76,000 

15.75,000 

Sundrj- Creditors . . 

• . . . 

78,000 


Workmen’s Provident Fund 

• • 

15,000 

93,000 

Effective Capital employed in the business 


= Rs. 

14,82.000 


The profit earned on the above is — 

Net Profit for the year ended 30-6-1967 . . , . . . 7,90,000 

Lc.-s Non-trading Income — 

Income from Investments . . . . . . . . 13,000 

Trading Profit = Rs. -7.77,000 

The nrofit-carning cnoacity of the company is therefore 
7,77,000X100 
= 52.4:7 
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This Liability is apportioned as unden — 


Total maximum 
liability of Under- 
writers 

J Maximum 

j liability of each 
' Underwriter 

i 

Total Net 1 

liabilities of j 

Underwriters ] 

[ 

1 Net liability 

1 of each 

1 Underwriter 

1 

P. 37,500 

1 17.500 

! 15,000 

! 7.0C0 

R. 37,500 

i 10,000 

15,000 

i 4,OCO 

T. 37.000 

; 7,C00 

15.000 

! 3,000 

V, 37,000 

! 2,500 

! 

1 

15,000 

j 1,000 


UnderwTiters’ Liability; — 
P. 

R 

T. 

V. 


7.000 Shares 

4.000 

3.000 

1.000 


15,000 


L40,000 

80,000 

60,000 

20,000 


Rs. 3,00,000 


Notes; — (1) The liability in respect of shares remaining unsubscribed 
for should be apportioned only between those underwriters who have failed 
to introduce applicants to the full extent of the limit they had undervTitten. 

(2) The proportion in which the liability in respect of shai'es not taken 
up should be allocated is the proportion of the balances on each underwriter’s 
account remaining after deducting from their resjxictive gross liabilities the 
number of shares applied for through them, and not the proportion in which 
they have underwTitten the whole issue of capital. 

Q. 384. Audrey Ltd. invited applications /or 200,000 of its 
£1 Ordinary Shares on the foUoiving terms: 

Payable on application on January 31st, 1956. . 10s per share 

* 

Payable on allotment on February 2Sth, 1956 

{including the premium of Is per share) . . 6s per share 

Payable on first and final call on June 30fh, 

1956 - . • . ■ • 5s per share 

Applications for 250,000 shares icere received. It teas decided: 

(a) to refuse allotment to the applicants for 10,000 shares; 

(b) to allot in fidl to the applicants for 40,000 shares; 

(c) to allot the balance of the available shares pro rata among 
the other applicants; 
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(d) to utilize excess applicatton moneys tn part payment of 
allotment moneys 

One applicant to whom shares had been allotted in full did no* 
pay the amount due on caH and his 200 shares were forfeited The 
shares were reissued on October 31st, 1956, at 18s 

Show the Journal and Cash Book entries necessary to record the 
foregoing 

A 

JOURNAL 


1956 
Feb 28 

AppI cation and Allotment Account 

To Sundries 

Ordinary Share Capital Account 

Share Premium Account 

(IOj on app] cation and 6s on allotment lU thereof being 
premium] on 200 000 Ordinary Shares of £1 each 
allotted as per minute dated ) 

Dr j 

LF 

£ 

160000 

£ 

150 000 
10000 




160000 

160000 

June 30 

First and Final Call Account 

To Ordinary Share Capital Account 
(F rst and Final Call of Ss pet share on 200'OtO Ordinary 
Shares of £1 each ) 

Dr 


50000 

50000 


Ordinary Share Capital Account 

To Sundries 

Forfeiled Shares Account 

First and Final Call Account 

Dr 

1 

200 

150 

50 





200 

200 


(Forfeirure of 200 Ordinary Shares of £i each for non 
payment of First and Final Call of 5a pec share ) 





Oct 31 

Forfeited Shares Reissued Account 

Forfeited Shares Account 

To Ordinary Share Capital Accouul 
(Reissue of 200 forfeited shares crediied as fully paid up 
at per share ) 

Dr 


180 

20 

200- 


Forfeited Shares Account 

To Share Premium Account * 

(Transfer of balance on Forfeited Shares Account being 
excess amount received on 200 shares reissued ) 

Dr 1 

J 

130^ 

130 


Note Since the £10 premium on the original issue of the 200 shares 
subsequently forfeited had been received in cash there is no necessity to 
transfer it to Forfeited Shares Account on the forfeiture of the shares 

The balance of £130 remaining on Forfeited Shares Account after the 
200 shares have been reissued, represraits an additional sum on excess of the 
nommal value received by the comnany on the issue of these shares and has 
been transferred to Share Premium Account 
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9 


<> 

j 


1956 
Jan. 31 

Feb. 28 


I 

1 

! 

; 

June 30 i 

I 

I 

Oct. 31 ! 

1 


Oct. 31 ! 


To Application and Allot- 
ment Account — lOj 
per share payable on ' 
application far 250,000 
shares .. ...125,000 

„ Application and Allot- 
ment Account — 

Balance due on allot- 
ment being 6i per 
share on 200,000 
shares . . £ 60,000‘ 

Less Overpaid 
on application 
— lOj per share 
on 40,000 shares 20,000 

40,000 

„ First Call Account — 5s 
per share on 199,800 ! 
shares , . . 49,950 

„ Forfeited Shares Re- 
issued Account — Re- 
issued of 200 shares at 
ISj per share .. ISO 


£ 215,130 


To Balance brought down.. 210,130 


1956 
Jan. 31 


Oct. 31 


By Application and .Mlot- 
ment Account — , 
Application money 
returned on applica- 
tions for 10,000 shares. .' 5.CC0 

„ Balance carried dos'n .. 210,130 


£ '215,130 


Q. 385. Z. Ltd. is a manufacturing company. Included in its 
Balance Sheet at March 31st, 1955, were the following assets: 


Fixed Assets; 

Freehold Factory at cost .. 

Plant at cost • . - 

Less Accumulated Depreciation ... 

Current Assets: 

Stock 


... 14.000 
.. 4,000 


25.000 

10.000 
18,500 


These assets were insured for the following sums: 


Factory Buildings ... ... 30,000 

Plant — — 16,000 

Stock ••• 16,000 

On June 30th, 1955. the factory and its contents, which included 
all the items shown above, leere totally destroyed by fre, apart from 
stock salvaged. The folloiuing losses were agreed with the fire 
assessors: 

£ 

Factory Buildings ... ... .. 28.000 

Plant — — -• 15.600 

Stock (subject to avcraccl ... ... 24.000 
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(2) General Reserve (or Profit and Loss Account) should be credited 
Avith £4,000 proAdsion for depreciation on plant destroyed no longer 
required. 

(3) Capital Reserve Avould be credited AA'ith: 

Surplus of Insurance Money received over Book Values of Assets 

£ 

Factory . . . . . . . . . . 7^000 

Pl^nt ■ . . 1^000 


£8,000 


Q. 386. Icicles Ltd. traded hi refrigerators, selling them mainly 
on hire purchase terms, the legal property of the goods not passing 
'Until the final instalment was paid. 

The folloioing is a representative sale on these terms: 

On February 2Sth, 1958, a refrigerator, costing £60. teas sold 
for an immediate deposit of £40 and ten monthly instalments oj£n 
each, the first instalment being due on March 31st, 1958. 

All amounts due xcere received on their due dates icith the excep- 
tion of that due on June 30th, 1958, which teas not received until July 
7th, 1958. 

On the basis that the hire purchase price is not regarded as 
including any interest charge, you are required, in respect of the 
above representative sale, 

(a) to shoiv the profit for which, on a normally accepted basis, 
credit ivoidd be taken in the Accounts for the si.x months 
ended June 3Qth, 1958, and 

(b) to show, with appropriate narrative, how any outstanding 
items relating to the transaction would appear in the 
Balance Sheet as on June 30th, 1958. 

A. 

ta) PROFIT ON KEFRIGETtATOR for 6 months ended June .'?0th. 1958 

r £ 

40 
15 

55 

5 

.. 20 


• SO 

Tfji Cost of refrigerator .. .. .. ..60 

Profit .. £20 

iVpfe ; — The stock out on hire is valued at : 

Amount of instalments not jet due = JE33 
Cost X HirFFufchase Price A£90 


Cash reccised — Deposit 

3 instalments 

Instalment due but not received 
Stock out on hire (sec note)— £60 X ^ 
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(b) 


Current Assets 

£ 

Stock on hire purchase, bang instalments not yet due on current 
contracts 20 

Sundry Debtors for hire purchase instalments due 5 


Q. 387. The followtng ts a summary of the Balance Sheet of 
Arduous Ltd , as on June 30th, 1955 



£ 


£ 

£ 

Share Capital — 
issued and fully paid 

50000 6 per cent Redeemable 


Fixed Assets— net 

Current Assets— 

Stock ID trade 

74000 

137,000 


50,000 

Debtors 

16 OOO 


90 000 Ordinary Shares of £1 eadi 
Share Premium Account 

Revenue Reserves £ 

General 70000 

Profit and Loss Account 25,000, 

Current Liabilities I 

90.000 

10.000 

95000 

30000 

Investments, at cost 
(Market value £28,000) 
Balance at bank 

30 000 

18,000 

138,000 

£ 1 



£ 

275,000 


The company exercised its option to redeem, on July 1st, 1955, 
the whole of the preference shares at a premium of 5 per cent 

To yZncnce the redemption, all the investments mere realized at 
the market value stated on the Balance Sheet and 10,000 ordinary 
shares of £1 each were issued, at 24s per share, payable in full on 
July 1st, 1955, all these were taken up 

On Accgust Isi, 1955, the cempany mzde a bonus essue of one 
ordinary share, fully paid, for each two ordinary shares held on that 
date 


The directors wish that only the minimum reduction should be 
made in revenue reserves 

You are required to draft Journal entries, including those relaU 
mg to the hank account, to record these transactions 


Ignore expenses 
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1955 I 

July 1 I Application and Allotment 

I To Ordinary Share Capital 

i _ „ Share Premium 

(Being issue of 10,000 £1 Ordinary Shares at 24s pay- 
j ■ able in full.) 

i Cash 

j To Application and Allotment 
i (Being cash received on issue of shares.) 

■ Cash .. .. ; 

1 To Imcstmcnls 

I (Being cash realized on sale of investments.) 

! Profit and Loss . . . . . . ; 

’ To Investments 

i (Being Loss on realization of investments written off.) 

I— — - . ^ ^ 

! Redeemable Preference Share Capital .. .. ] 

! To Sundry Preference Shareholders 
i (Being transfer of amount due on redemption.) 

Share Premium .. .. ] 

To Sundrj/ Preference Shareholders 
(Being provision of premium on redemption of redeema- 
ble'pi'cfcrence shares.) 

; Sundry Preference Shareholders . . . . . . 1 

i To Cash 

J (Being discharge of amount payable on redemption.) 

. General Reserve . . I 

To Capital Redemption Reserve Fund 
I (Being transfer to capital redemption reserve fund of an 
{ amount equal to the nominal amount of the shares 
I redeemed out of profits.) 

Aug. • 1 I Capital Redemption Reserve Fund .. ..I 

Share Premium 
General Reserve 
To Share Bonus 

(Bonus issue of one ordinary share for every two held 
per resolution of this day.) 

Share Bonus . -. •• ••I 

To Ordinary Share Capital 

(Satisfaction of bonus by issue of 50,000 fully paid shares.) 


.F. £ 

12,000 


! 2,o:o 


; 50,000 


I 2,500 


I 52,500 


; 40,000 


CHAPTER Vin 


DEPRECUTION, SINKING AND OTHER FUNDS 

Q. 388. What is Depreciation and why should it be brought into 
account^ , 

A. Depreciation denotes a permanent decLne in the value of assets 
arising through wear and tear from the use of those assets in business As 
the assets used for the purposes of busmess shrmk in value from year to year, 
it becomes necessary that their book values should also be written down 
accordmgly, as otherwise they will be overstated and the Balance Sheet will 
fail to represent the correct financial state of the busmess Besides, as the loss 
by way of depreciation results directly from the assets being utilised for the 
purpose of earning mcome, it is but fair that such loss should be charged or 
set off against such income, in order to arrive at the true net profits earned 
durmg any stated period It need hardly be stated that the loss arismg by , 
way of depreciation^is over a^ above the amounts e:^nded ^ annuallv -ui, 
respect of rgpajjs and reHewals which are neceSary to fdamtain tjiose assets 
m their state of origmal efficiency 

Q. 389. Enumerate the different methods of providing for 
depreciation 

A. The following are the several methods employed for charging 
depreciation — 

(1) Fixed Instalment Method 

(2) Reducing Balance Method 

(3) Annuity System 

(4) Depreciation Fund Method 

(5) Insurance Pohey Method 

(6) Revaluation Method 

Q. 390. Discuss the different methods of depreciation and men- 
tion the circumstances under tobich each method can he employed 
advantageously 

A. Fixed Instalment Method. — ^Under this method, a fixed proportion 
of the original cost of the asset is written off each year so that the asset 
account in question may be reduced to zero or its residual value at the end 
of a definite period representmg its estimated life .This method can be use- 
fully employed in case of assets like furniture and fixtures, short leases, etc. 
which involve httle capital outlay, as the only thing that can be said in its 
favour IS its simphcity The amount chargeable m respect of depreciation 
under this method is constant fr'om year to year 
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Reducing Balance Method. — Under this method, depreciation is v.’ritten 
off at a fixed rate per cent on the reducing balance of the asset account as 
appearing at the commencement of each year, so as to bring down the book 
value of the asset to its residual value by the time the asset becomes useless 
for rerv'enue-earning purposes. This method is usually adopted in case of 
plant and macliinery. As the fixed rate is calculated on the diminishing 
balance of the asset each year, it follows that the amount chargeable to reve- 
nue in respect of depreciation will become less and less as the yeni's progress. 
It needs to be remembered, however, that in case of an asset of the nature of 
plant and machinery, the amount to be expended thereon annually in respect 
of repairs and renewals becomes header as tlie asset grows older. The 
advantage of this method of depreciation, therefore, lies in the fact that it 
tends to equalise the charge against revenue each year in respect of depre- 
ciation and repairs put together. For, whereas the amount of depreciation 
will be heavier during the earUer years, the same will be counter-balanced 
by the amounts expended on repairs being lighter, and as tlie years progress, 
whereas the charge for depreciation wdll be on the down-grade, the amounts 
chargeable in respect of repairs wiU become heavier as the asset grows older. 

Annuity System. — Under this method, interest at a fi.Ned rate is calcu- 
lated on the capital outlaj' involved in the acquisition of the asset on the 
assumption that if the same amount of capital was employed in some other 
investment it would have earned a certain rate of interest. Tlie owner of 
the business, therefore, during the period that he utilises any asset not only 
loses the original cost of that asset in shape of depreciation but also loses 
the interest thereon, and under the annuity si'stem, the cost of the asset as 
also the interest thereon are wTitten down annually by equal instalments 
until the book value of the asset in question is reduced either to zero or its 
residual value at the end of its usefulness to the business. The annual amount 
to be thus written off will be ascertained from the Depreciation Annuity 
Tables and the foUowing entries will have to be passed at the end of each year. 
Interest at a fixed rate calculated on the opening balance of tlie asset account 
will be debited to the Asset Account and credited to Interest Account. Tlie 
fixed amount as ascertained from the Tables will then be debited to Depre- 
ciation Account and credited to the Asset Account. This method can be 
used advantageously, chiefly in respect of long leases which generally 
involve a considerable capital outlay. It will not be suitable for adoption in 
case of Plant and hlachineiy, as fresh calculations will have to be made cncli 
time any additions are made or any obsolete plant is discarded. Where it 
is desired not merely to write off an asset but also to provide for its 
replacement at the time it becomes valueless, the Depreciation Fund System 
will be more suitable. 

Depreciation Fund Sj’stem. — This system consists of not only bringing 
into account the annual loss sustained by the shrinkage in value of the assets 
utilised for the purposes of trade but also provides fund for their replace- 
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ment at the time when the old assets have to be discarded and have to be 
replaced by new ones wthout m any way disturbing the financial condition 
of the business The steos necessary to work this system are as follows 

(1) Under this method, the asset account is allowed to stand m the 
books at its ongmal cost from year to year At the end of each b ala ncing 
period such a sum is debited to Deoreciation Account and credited to Depre 
aation Fund Account which if mvested m gilt edged securities from year to 
year durmg the life of the existing asset will accumulate at compound 
interest to a sum required to replace the ongmal asset at the time when it 
becomes useless 

(2) When a correspondmg amount is invested in outside secunties the 
entry will be to debit Depreciation Fund Investment Account and credit 
Bank 

(3) The periodical interest realised on these ear marked secunties will 
be debited to Bank and credited to Depreciation Fund Account and will also 
be mvested in the same class of secunties The result of this procedure will 
be that by the time the existmg asset has entirely worn out and has become 
useless for the purposes of the business a fimd will have been built un repre 
sented by specific securities which can be realised to supnly the cash neces 
sarily required to acquire a similar asset without m any way cnppling the 
financial resources of the business 

(4) On the In\estments being realised the entry will be 

Bank Dr 

To Depreciation Fund Investment Account 

(5) Any balance on the latter account will now represent profit or loss 
arismg from the sale of these investments and will be transferred to Depre- 
ciation Fund Account 

(6) The amount reahsed on the sale of the discarded asset will be cre- 
dited to the Asset Accoimt concerned. , 

(7) To Deoreciation Fund Account will be closed by its balance being 
transferred to the Asset Account 

lb) Any "balance now lelt on the Asset Accoimt will represent an over 
or under estimated in respect of dqjreciation and will be transferred to the 
Profit and Loss Account 

(9) The cash realised on the sale of the specific investments will now be 
a\ ailable for the purchase of the new asset. 

It needs to be mentioned that the amount which should be set aside 
each year to provide for the accumulation of a certain sum at compound in 
terest at the end of a defimte period is ascertamed from ready made Tables 

Insurance Policy ’Method — In some businesses rather than investing 
the annual amount m gilt edged secunties to provide for the Depreciation 



DEPRECIATION, SINKING AND OTHER TENDS 


401 


Fund as above explained, a Policy udll be taken out wth an insurance com- 
pany Avhich Avill agree to pay a definite sum of monej* at the end of a speci- 
fied period in return for certain annual premium payable to them during 
the period of the policy. The entries under such a circumstance ivill be as 
under: — 

(1) Depreciation Account . . Dr. 

To Depreciation Fund Account 

(To bring into record the annual loss arising 
from depreciation of the asset.) 

(2) Depreciation Fund Policy Account . . Dr. 

To Bank .... 

(For the amount of annual premium paid.) 

Note: — The aboA?e two entries will have to be passed ev'ery year during 
the continuance of the policy. 

(3) Bank Account . . Dr. .... 

To Depreciation Fund Policy Account .... 

(To record the amount realised on matu- 
ritj’’ of the policy). 

(4) Any difference on Depreciation Fund Policy Account will now be 
transferred to the Depreciation Fund Account. 

(5) Bank Account . . Dr. 

To the Asset Account .... 

(To record the break-up value reahsed 
on sale of the discarded asset.) 

(6) The Depreciation Fund Account will be closed by transfer of the 
balance to the old Asset Account. 

(7) The balance on the old Asset Account, whichever side it may fall, 
wll be transferred to Profit and Loss Account. 

(8) The cash i-ealised on maturity of the policy unll now enable a new 

asset to be acquired without disturbing the other cash resources of 
the concern. ' 

Revaluation Method. — This method is resorted to in case of assets which 
call for special considerations such as live stock, loose tools, patents, copy-' 
rights, patterns, casks, packages, bottles, etc. and where no other method can 
be employed to secure satisfactory results. At the end of each financial 
period, the assets are revalued and the difference between the book value 
and the revaluation amount is debited to Depreciation Account and credited - 
to the Asset Account. If however, the revaluation figure represents an cx-- 
ccss over the book value of the asset, the difference would represent profit, 
and sucli gain being of a temporaiy nature need not bo brought into account. 

Q ^.-26 
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Q 391 The original cost of Fixtures and Fumitiixe amounted- 
to Rs 4,0^f*and it is decided to write o ffj% on the original cost as 
depreciation at the end of eacK year Show the ‘Ledger Account aT 
It will appehr during the first four years Show also how the same 
Account will appear if it was decided to write off 5% on the dimi- 
nishing balance of the asset each year 


A FURNITURE AND FIXTURES ACCOUNT 

(Depreciated on the Fixed Instalment Method) 


IstYeai 

To Bank 


Rs 

4000 

IstYeai 

By Depicnation 
, Balance c/d. 


Rs 

200 

3 SCO 



Rs 

4 000 



Rs 

4000 

2nd , 

To Balance b/d. 


3 800 

^nd . 

By Depreciation 
^ Balance c/d 


200 

3 600 



Rs 

3S00 



Rs 

3 m 

3rd „ 

To Balance b/d 


3 600 

3r<J 

By Depreciation 
„ Balance c/d 

' 

200 

3 400 



Rs 

3 600 



Rs 

3 600 

4th 1 To Balance b/d 


3400 

4lb „ 

By Depreciaiion 
Balance c d 


200 

3^0 


To Balance b/d 

Rs 

3 4CO 

3 2CO 



R. 

3 400 


FURNITURE AND FIXTURES ACCOUNT 
(Depreciated on the Diinuiisbing Balance Method) 


1st year ^ 

1 

To Cash 


Rs P 
4C00C0 

1st Year 

By Depreciation 
Balance c/d 


Rs P 
200 00 

3 800 CO 

2Qd „ ^ 

To Balance b d 

Rs 

4000 CO 

3 80900 

2c<l ^ 

S 1 

By Depreciation 
„ Balance c d 

Rs 

4000 CO 

19000 , 
3 61000 



Rs 

380000 



Rs 

■ 380000 

3rd „ i 

; To Balance b/d 


3 61000 

3rd ’ 

By Deprecial on 
Balance c/d 


180 50 . 
1 3 42950 

4lh 

j To Balance b/d 

Rs 

3 610 CO 

3 429 5^ 

4th 1 

By Depreciation 
„ Balance c/d 

Rs 

361000 

17147 , 
3 258 03 



Rs. 

342950 

! 


Rs 

3 429 50 


j To Balance b;d 


3^803 




j 
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Q. 392. A seven years' lease has been purchased for a snm of 
Rs. 60,000 and it is proposed to depreciate it under the annuity method 
charging 4% interest. Reference to the Annuity Method Deprecia- 
tion Table indicates that the required result loill be brought about 
by charging annually Rs. 9,996.55 P. to Depreciation Account. Show 
how the Lease Account will appear each of the seven years. 


A. 

LE.A.SE ACCOUNT 





Rs. P. 



! 

Rs. P. 

1st Year 

To Bank 
„ Interest 

* ■ 

60.000,00 

2.4C0.C0 

1st Year 

1 

By Depreciation 

1 „ Balance c/d. 

■ 

* 

9,996.55 ^ 
52,403 45 



Rs. 

62,400.00 



Rs. 

62.4C0.OO 

2nd „ 

To Balance b,‘d. 

„ Interest 


52,403.45 

2,096.14 

2nd „ 

1 By Depreciation 
„ Balance c/d. 

.. 

■■ 

9,996.55 
44,503.04 ^ 



Rs. 

54,499.59 


} 

Rs. 

54.499.59 

3rd „ 

To Balance b/d. 

„ Interest 


44,503,04 

1,750.12 

^3rd ,. 

1 By Depreciation 
„ Balance c/d. 

•• 

9S96.5S 
36,256 61 



Rs. 

46,253.16 



Rs. 

46.2S3.16 

4lh „ 

j To Balance b/d. 

1 „ Interest 

. . 

36.2S6.6l 

1,451.46 

4th „ 

By Dcprceiaiion 
„ Balance c/d. 


9,996.55 

27,741.52 

1 


1 

Rs. 

37,738.07 



Rs. 

37,738.07 

5ih „ 

* To Balance b/d. 

„ Interest 

, . 

27,741.52 

1,109.66 

5th 

Bv Depreciation 
„ Balance c d. 


9,996.55 
' 18,854 63 



Rs. 

2S,S51.18 



Rs. 

. 2S,S5].JS 

6!h 

To Balance b,d. 

„ Interest 

•• 

1S.S54.63 

754.1S 

6th 

B> Depreciation 
„ Balance cM. 

. ’ 9,99655 
..) 9,612.26 


' 

Rs. 

19.60S.SI 



Rs. 

19.60S.S1 

7ih 

To Balance b.d. 

., Interest 


9,612.26 

3S4.29 

7ih 

B% Depreciation 

•• 

9,996 55- 



Rs. 

9.996 55 



Rs. 

9,996.55 


Q. 393. A five years’ Lease has been acquired for Rs. .50,000 
cJ'.d it has been decided to provide for its annual depreciation as cJso 
for Its replacement at the expiry of the term on the Dcprccimlon 
Fund System. A rejcrencc to the Depreciation Fund Tables shows 
that the annual amount to be provided for on the basis of 5' c interest 
works out at Jis. 9.050. Show the necessary accounts affected if the 
dccislcn is carried out during the five years. 
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A. DEPRECIATION ACCOUNT 







Rs 

1st Year 

To Depreciation Fund 
Account 


1st Year 

By Profit and Loss Account. 

9,050 


Rs. 

9,0S0 


' Rs 

9,050 

2nd „ 

To Depreciation Fund 
Account 

9,050 

2nd „ 

By Profit and Loss Account . 

9,050 


Rs 

9,050 


Rs 

9,050 

3rd „ 

To Depreciation Fund 
Account 

m 

3rd „ 

By Profit and Loss Account 

9,050 


Rs 

9fiSO 


Rs. 

9,050 

4th „ 

To Depreciation Fund 
Account 

9.050 

4lh „ 

By Profit and Loss Account . 

9,050 


Rs 

9,050 


Rs. 

9,050 

5ih „ 

To Depreciation Fund 
Account 

9,050 

5lh „ 

By Profit and Loss Account. 

9flS0 


Rs 

9,050 


Rs. 

9.050 


DEPRECIATION FUND ACCOUNT 


1st Year 

To Balance c/d 


R$ 

% 

9,050 

Ist Year 

By Depreciation Account . . 

Rs. 

9,050 



Rs. 

9,050 


Rs 

9.05lf 

2nd „ 

^ To Balance c/d 


^slwo 

2nd „ 

By Balance b/d 
„ Interest 

„ Depreciation Account . . 

“ 9,050 
450 
9,050 



Rs 1 

18.550 


Rs 

i 18.550 

3rd „ 

To Balance c/d. 


28,525 

3rd . 

By Balance b/d 
n Interest 

» Depreciation Account .. 

18,550 

925 

9fiS0 



Rs 

28.525 


Rs 

28,525 

4th „ ■ 

To Balance c/d 


39.000 

4ih „ ; 

By Balance b/d 
„ Interest . ! 

n Depreciation Account . .' 

28,525 

1.425 

9.050 



Rs. , 

39,000 

! 

Rs. 

^ 39,000 

5th „ 

To Balance c/d 


so/xn 

5th „ 

1 

By Balance b/d 
„ Interest 

n Depreciation Account .. 

1 39000 
1,950 
9,050 




50000 


Rs. 

50.000 



RS 1 



By Balance b/d 

50.000 
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DEPRECIATION FUND INT’ESTJIENT ACCOUNT 




Rs. 

i 

1 

r 

i Rs. 

2nd Ycari 

: To Bank 

9.000 

2nd Year i By Balance c/d. 

i 9,000 


1 Rs. 

1 9,000 

i 

Rs. 

9, COO 

3rd „ 

1 To Balance b/d. 

9,000 

3rd „ Bv Balance c/d. 

18,500 


1 „ Bank 

i 

9,500 

1 

1 1 



j Rs. 

: 18,500 

1 

( Rs. i 

18,500 

4th ,. 

I To Balance b/d. 

! 18,500 

1 1 



j „ Bank 

! 10,000 

1 

4th „ 1 By Balance c'd. 

: 28,500 


1 Rs. 

j 

! 28,500 

1 

i Rs. 

28,500 

5th „ 

! To Balance b/d. 

28,500 

i 



1 „ Bank 

10,500 

{ 1 



) 

; Rs. 

J 

i 

39,000 

1 1 

t j 

i 1 

i 

1 

i 

i 


Noles: — (a) The amount charged to revenue at the end of each year 
is invested at tlie commencement of the subsequent year and made to earn 
interest. Similarly, tlie interest realised on specific securities is invested in 
the same class of securities so that the Fund accumulates at compound 
interest. 

(b) To the Investments worth Rs. 39,000 as shown at the commence- 
ment of the fiftli year, there wHl be added Rs. 1,950 for one year’s interest 
thereon and the instalment of Rs. 9,050 at the end of the fifth year, so that 
a fund of Rs. 50,000 would be available for the acquisition of a new Lease. 

Q. 394. How xcoiild yoxt distinguish between a Reserve Fund 
and a Reserve or Reserve Accoxint? 

A. A Kcsorvc Fund may be defined as a sum sot aside out of divisible 
profits and retained in order to provide or une.Npccted or unknown future 
losses or to equalise dividends or to strengthen the financial position of the 
concern. In other words, it is a surplus created out of distributable profits 
i-epresenting the amount by which the assets of a concern e.xceed the sum of 
its paid-up capital and liabilities, provided the assets and liabilities are pro- 
perly valued on the basis of a going concern. 

A Rcser\’e Fund cannot exist, side by side, with the debit balance on 
Profit and Loss Account. In the event of the Profit and Lo.ss Account show- 
ing a debit balance, at any subsequent date, the Reserve Fund must auto- 
matically disappear to the extent of the deficiency, ns otherwise, it would be 
a contradiction in terms to stale on one side of a Balance Sheet, an item 
representing a deficiency on Profit and Loss Account, and on the opposite 
side, an item representing a surplus created out of Rcscr%'Gd Profits. 
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In the absence of special Articles to the contrary, the directors may 
transfer the whole or any portion of the Reserve Fund to the credit of 
Appropriation Account for the purpose of increasing the amount of profits 
available for dividends 

A Reserve or a Reserve Account is a provision for some known or ex- 
pected loss, such as “Reserve for Bad Debts”, “Reserve for Discounts”, 
“Reserve for Repairs and Renewals”, “Reserve for Disputed Claims”, etc 
It is not, therefore, a surplus — ^it is not represented by assets — and it is not 
available for dividends While a Reserve Fund is formed as a result of ap- 
propnatmg profits, a Reserve Account is created by making a charge against 
Revenue before true profits can be ascertamed Whereas it is impossible to 
create a Reserve Fund except out of divisible profits, a Reserve may be pro- 
vided even durmg periods when a loss has been sustained If these “Re- 
serv'es” were designated “Provisions” and were always shown by wa> of 
deduction from the narticular assets the loss on which they are intended to 
cover, no one could then mistake a “Provision for Bad Debts” or “Provision 
for Renewals” for a Reserve Fund 

Q. 395. Should a Reserve Fund be necessa-nly invested in 
specific securities outside th4 business’ 

A. An- idea seems to prevail that a Reserve Fund is improperly so 
called unless it be invested m earmarked securities 'Dus seems to be quite 
erroneous Although in some cases it undoubtedly is very desirable to mvest 
moneys in specific securities to represent the Reserve Fund, so that an easily 
realisable asset may be available when required, ^et m reality the form of the 
asset has nothmg to do with the existence of a Reserve Fund A Reserve 
Fund may be merged m the general assets of the comnany The only true 
test as to the existence of a Reserve Fund is (a) whether it is obtamed by a 
reservation of profits ivhich would otherwise have been distributed, and (b) 
whether it represents a clear surplus of assets over capital and babUities The 
question of emnloyment of the amount representmg the Reserve Fund, le 
whether invested outside or employed within the busmess, is a matter 
oi policy lor fhe management to consider and does not aSect the reality oi 
the Reserve Fund. If the concern is m need of more workmg capital, then 
it IS clearly expedient that the surolus representing the “reserved profits” be 
allowed to remain in the business For instance, where a company has an 
overdraft on which it has to pay 6 or 7 per cent mterest, it nould be sheer 
folly not to nay off such liabibty but to lock ud the Reserve Fund amoimt in 
gilt-edged securities yieldmg from 4 or 5 per cent interest On the other 
hand, if it appears that an additional workmg capital cannot be usefully and 
profitably emnlojed m the busmess, then the only proper and reasonable 
course would be to invest the reserved profits in gilt-edged securities outside 
the busmess i 
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Q. 396. State clearly xchat you understand hy a Sinking Fund 
and how such a Fund dijters from a Reserve Fund. 

A. A Sinking Fund is a fund created with the object of providing 
means for the redemption of liabilities like Debentures or anj- other loan. It 
is formed by setting aside, half-yearly or yearly, a fixed sum of money for a 
definite period, such sum to be invested at compound interest, so tiial at the 
end of the period the annual amounts, with accumulations of interest, will 
be sufficient to discharge a prescribed loan. In such a case, the amount set 
aside should not be debited to Revenue Account, but to a I\et Revenue 
Account or Profit and Loss Appropriation Account, as being rather in the 
nature of an allocation of profits than a charge against them. 

The term Sinking Fund is often wronglj' applied to what is really a 
provnsion for the replacement of a wasting asset, invested in liquid assets 
apart from the business, so that cash may be available at a time when the 
original asset has to be replaced, without severely dislocating the concern. The 
amount thus set aside each year is a charge against revenue and not an allo- 
cation of profits. It would be clearer if the term Sinking Fund were used only 
in connection v.Tth the pro\ision for the repayment of a future liability and 
not in connection with the renewal of an asset. The expression Replace- 
ment and Renewal Fund would be more appropriate in the latter case. If, 
however, it is desired to use the term Sinking Fund in either case it may be 
suggested that the item be made a little bit more explicit in the Balance 
Sheet — thus “Sinking Fund for Redemption of Debentures” or “Sinking 
Fund for Replacement of Machinery”, etc. 

It would be clearly seen from the above that the essence of distinction 
between a Resem’e Fimd and a Sinking Fund lies m this, that whereas a 
Reser\’e Fund is maintained as a measure of prudence, the amount represent- 
ing it may or may not be invested in outside securities as may be found finan- 
cially desirable, a Sinking Fund being created to meet a known liability at a 
definite future date is a measure of necessity, and should alwmys be invested 
outside the business. 

The advantages of maintaining a Sinking Fund quite distinct from a 
Reserve Fmid arc: — 

(1) That it draws attention to the fact that investments representing 
this Fund are acquired Avith a definite object in view; and 

(2) That this fund is not to be utilised for the pimpose of equalising 
dividends, or for anj’ other object than the one for which it was created. 

Q. 397. Ex"plain the meaning end use of (a) Dividend Equali- 
sation Fund, and (b) Depreciation Fund, and state how the one differs 
from the other. 

A. -N- Dividend Equalisation Fund is created by setting aside a portion 
of distributable profits in good years as a prowlsion for loss prosperous years. 
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SO that whenever the company may not make sufficient profits to enable it to 
declare the usual dividend it may have recourse to this fund The amount 
representmg this fund need not necessarily be invested m outside securities 
Even where there is no specific Dividend Equalisation Fimd, a company can 
always draw upon its Reserve Fund, if any, for the purpose of equalising 
dividends 

A Depreciation Fund is created where it is desired not only to charge 
off the annual depreciation of a fixed asset to the revenue account each year 
but also to provide for a fund by means of investing a corresponding sum 
each year m gilt edged securities which, if allowed to accumulate at com- 
pound interest, will helo towards the replacement of the asset at the end of 
its hfe, by reahsmg the specific mvestments 

The difference between a Dividend Equalisation Fund and a Deprecia- 
tion Fund arises this way that whereas the former is creating by charging 
an available sum to Profit and Loss Appropriation Account, the latter is 
created by a charge on the Profit and Loss Account Whereas, the creation 
of a Dividend Equalisation Fund must necessanly depend on the surplus pro- 
fits available after the payment of usual dividends, the amount in respect of 
depreciation on fixed assets must be charged to the Profit and Loss Account 
before arriving at the net profit or the net loss each year Again, whereas 
the Dividend Equalisation Fund may or may not be represented by speafic 
investments, as that would necessanly depend upon the financial state of the 
company, the amount representing the Depreciation Fund must be invested 
in gilt-edged secunties so that these may be realised immediately the need 
for replacement of the asset arises, without m any way disturbmg the finan- 
cial resources of the company 

Note* — ^The item of Depreciation Fund which usually finds place on 
the liabihties side of a company’s Balance Sheet, does not appear amongst 
the Funds in the prescribed Balance Sheet under the Indian Compames Act 
The reason is that under the heading of ‘Fixed Capital Expenditure” on 
the assets side, the prescribed Form requires the total deoreciation written off 
each asset to be shown by way of deduction from the asset, in order to clearly 
indicate the net present value of each asset on the basts of a gomg concern, 
in the outer column 

Q. 398. What is the object of a Reserve for Repairs and 
Renewals^ 

A. The object of such a Reserve is to equalise the charge against Profit 
and Loss Account for Repairs and Renewals of Machinery and Plant The 
cost of repairs necessary to keep the machinery m proper workmg order 
naturally increases year after year, as the machinery grows older, and as a 
result thereof, although the concern gets equal benefit out of the use of this 
asset each year, the Profit and Loss Account is burdened with a heavier charge 
m respect of repajrs or renewals during ttie latter years of the hfe of such 
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asset. It is in order to equalise this charge to revenue, that some companies 
maintain a Repairs and Replacements Reserve. An average amount likelv to 
he spent b3'’ way of repairs on thejasset each year is estimated and this fbccd 
sum is charged to Profit and Loss Account each year and credited to Repairs 
and Replacements Reserve. The'.actual repairs of each j-ear are, in this case, 
set off against this Reserve. 

Q. 399. Whaf do you understand by an Investment Fluctuation 
Fund? 

A. This item is usually to be found on the liabilities side of the Balance 
Sheet of Banks, Insurance Companies and other concerns which invest their 
surplus capital to a considerable extent in Pubhc Funds and other gilt-edged 
securities. It is a resem-e created to provide for the loss by wa.v of fluctuation 
in the values of those Investments. At each balancing time, the market 
values of the investments are ascertained, and if the total market value is less 
than the total cost price, the fall in value is provided bj^ debiting Profit and 
Loss Account and crediting the Investment Fluctuation Fund Account. 

The Prescribed Form of Balance Sheet under the Companies Act 
does not include such a Fund on the liabilities side of the Balance Sheet as 
it presupposes the provision in respect of depreciation on the Investments to 
be shown as deduction from their cost, on the assets side of the Balance Sheet. 

Q. 400. Explain the meaning of Fire or Marine Instirance Fund 
appearing on the liabilities side of a Compam/s Balance Sheet. 

A. Instead of pajdng premiums to insurance companies for insuring 
theh- assets against fire or marine risks, some companies insure their own 
risks and create reserves for this purpose. Thej', therefore, set aside each year 
such a sum as would represent an adequate premium for the amount of the 
risk covered, charging the same to Revenue and crediting it to Insurance 
Fund Account. A corresponding sum is then invested in gilt-edged securities 
which are ear-marked for this purpose. The balance of the Insurance Fund 
goes on increasing tiU it represents a fair and reasonable reserve for the risks 
indicated. This reserve is, therefore, a provision against loss and not a 
general reserve, although it might in course of time partially represent the 
latter to the extent by which it would exceed tlie amount fairly and reason- 
ably necessary for the purpose for which it was intended. . 

Q. 401. What is Capital Reserve Fund and hoiv should it be 
utilised? 

A, Sometimes a Capital Profit is made by a Company by -way of appre- 
ciation in the value of its land, building or other fixed a.‘;set or arising from 
the sale of anv of its faxed a.«ets. Such Capital Profits are transferred to 
Capital Reserve Fund. The question as to whether such Capital Profits r.rc 
divisible has been settled in Foster v. The New Trinidad Lake A.'^phallc 
Company Ltd. In thi.s ca.se, it was decided that Capital Profits are ax-ailablc 
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for distribution in shape of dividends, subject to the following conditions* 

(a) that the Memorandum and Articles allow, (b) that such profits are 
actually reahsed, and (c) that such profits rertiam after a revaluation of the 
whole of the assets 

Besides, profits arising from re-issue of J’orfeited Shares, Premium on 
Shares or Debentures and Profits prior to Incorporation are usually tansferred 
to Canital Reserve Fund, as such earnings are extraneous to the usual course 
of the company’s business and should not therefore be distributed as dividend 
from the viewpoint of sound finance and accounting Moreover, it would be 
illegal to do so, if the Company’s Articles nrohibit distribution of such profits 
There would, however, he nothmg ^v^ong or illegal if such Capital Profits are 
first utilised m writing down or winmg off such fictitious assets as Preliminary 
Expenses, Underwriting Commission, Discount on Debentures or Cost of 
Issue of Debentures They can even be utUiseil in reducing or wiping off the 
book value of Goodwill which is an asset of ^ fluctuating character or may 
be set off to reduce or wipe off caoital losses 

Q. 402. What do you understand by Secret or Internal Reserve‘s 

A. The term “Secret Reserve” is aoolie^ to a Reserve Fund the exist, 
once of which does not appear on the face of the Balance Sheet Where 
there is a Secret Reserve, the financial position of the concern is, no doubt, 
better than as apoeanng from the Balance She^t 

Secret Reserves are created by vn-iting down assets, such as Stock, 
Book.debts, Plant and Machinery and Premises below their true value, by 
making excessive provision for outstanding liabilities, by charging capital 
items to revenue, and by retainmg appreciatuig assets at cost price 

Nearly all banks and financial concerns have their Secret or Hidden 
ReseiNe created wTth the object of equalising dividends or to provide a fund 
out of which heavy losses can be met, without disclosing the fact to the share- 
holders and the general public The effect of Secret Reserve is to mamtain 
the confidence of the customers and creditors by giving the impress of stability 
to a prosnerous but fluctuating business, to chei^ speculation m its shares and 
avoid disclosing information to trade rivals Another strong argument m 
favour of Secret Reserves is that the directors usually exoerience a sort of 
weakness on the part of shareholders to deny themselves a full distribution of 
profits m order to form Reserve Funds which are so very essential for the 
continued welfare of an imdertakmg 

The arguments against Secret Reserves that such reserves bemg not 
disclosed in the Balance Sheet, the latter fails to accuratly represent the true 
position of affairs, also that Secret Reserves itught be used by unscrupulous 
directors for most improper purposes, for exa^nple, to cover up losses upon 
ultro vires transactions, or for the purpose «>f private specvilations in the 
shares of the company 
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COiMPAAT AIVIALGA3IATION AND RECONSTRUCTION 

ACCOUNTS 

Q. 403. Explain the terms (1) Amalgamation, (2) Absorotion 
and (3) Reconstruction of Companies. 

A. (1) Amalgamation is where two or more companies carrying on 
business of a like nature combine together and form a new company. The 
object usually would be to secure economical working by reducing establisli- 
ment and management charges and to ehminate competition and control the’ 
market in a particular line of trade. The companies forming part of such a 
combine aU go into liquidation, and sell their businesses to a new conipnny, 
which is formed solely to take over the assets and assume the liabilities of 
the companies going in hquidation. No return of capital is involved, as the 
shareholders are usually given fuUy paid shares in the new company in pro- 
portion to their holdings in the old company. 

(2) The term Absorption generally applies where an existing company 
buys over or absorbs another smaller company doing similar business for a 
consideration as may be agreed upon with the vendor company. The object 
here again may be to reduce competition and enhance profits by effc-cting 
economy in management. The company bought over goes into liquidation, 
and the absorbing company purchases the business from the liquidator. The 
creditors of the absorbed company may either be paid off or the purchasing 
companj’ may take over the liabilities. The shareJmlders in the absorbed 
company may be given shares or cash in return for their holdings. 

(3) The term Reconstruction as a rule indicates that an existing com- 
pany on account of past losses in trading, and also due to financial diflicuiUcs, 
goes into liquidation ■s\ath a view to forming another companj' to take over 
the existing concern. 

The difference between an absorption and a reconstruction arises from 
the fact that whereas the former represents the company which is absorbed 
being taken over bj' an existing companj', the latter denotes the sale of the 
undertaking to a new company, to be fonned specially for such purpose. 
Besides, in case of an absorption, the .shareholders of the absorbed company 
generally stand to profit from the sale of their business, while a reconstruction 
will usually result in a loss to the shareholders on account of the company 
having been financially ha.rd hit due to past losses. '\Vhcre the company 
has lost a part of its capital due to losse.';, the reconstruction scliemc may pro- 
vide for the existing creditors to be satisfied either bj- a ca.ch composition, or 
bj' tlic issue of debentures and even sometimes shares in the new com.pany. 
Tlie shareholders maj' also be called upon to accept partly-paid share.s in ex- 
change for their holding in the old undertaking in order to secure frc.sh work- 
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ing capital for the new company As the balance on the partly paid shares 
will necessarily have to be called ud at any time, this would encumber the 
shareholders with a further Lability, and it may be that some of them may 
refuse to accept such a scheme of reconstruction, and in such a circumstance, 
the hquidator will have to purchase their interest at a price as may be 
mutually agreed upon In short, a reconstruction scheme oresents an oppor 
tumty to obtain a new lease of life for the old company by writing off past 
losses and obtaining further working capital resulting from the creditors and 
the members all agreemg to sacrifice equitably 

Q 404 What entries should be passed in the hooks of the com- 
pany that goes into liquidation for the purpose of amalgamation or 
absorption^ 

A The entries m the books of the Vendor Company will depend on 
the terms of Amalgamation or Absorption Agreement The purchasmg com- 
pany may take over the assets of the vendor company at book values as shoiivn 
in the Balance Sheet or on a revaluation as may be mutually agreed upon 
Sometimes, the purchasmg comnany may only purchase the assets leaving 
the vendor company to pay off its own liabilities If the vendor company has 
large Keserves or undistributed balance of profits, it may, pnor to the sale of 
business declare a bonus therefrom to be payable to the shareholders, and 
the purchasmg comoany will then lake over only the net assets after payment 
of such bonus 

The entries for closing the Vendor Company's books will be similar to 
those made in the books of a partnership at the time of dissolution — 

(1) Debit Reahsation Account and credit each Asset Account with the 
book value of the Asset 

Note — This will help to close each Asset Account Where the separate 
value of each asset taken over is named and the business is not purchased m 
its entirety on the basis of the Balance Sheet given Cash and Bank Balances 
need not be transferred to Reahsation Account 

(2) Debit the Accounts of those Liahihti^ which have been taken over 
by the Purchasing Company and credit the Realisation Account 

Note — ^This will close the laahility Accounts 

(3) Debit the Account of the Purchasing Company and credit Realisa- 
tion Account with the agreed Purchase-price 

Note — Where the purchase price is not given, the same will have to be 
ascertained by taking the total value of the assets taken over and deducting 
therefrom the value of the liabihlies assumed by the purchasmg company 

(4) If the Vendor Company has agreed to pay the expenses of liquida- 
tion, debit Realisation Account and credit Bank 
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(5) If, however, it is agreed that the expenses of liquidation should be 
borne by the Purchasing Company, debit the Purchasing Coippany's Account 
and credit Bank. 

(6) The balance on Realisation Account will now represent profit or 
loss on sale of business, and will be transfeiTcd to Sundrj- Shareholders’ 
Account. 

(7) The balance on Share Capital Account, Reserve Fund, Profit and 
Loss Account, any accumulated profit, etc. will be transferred to Sundr\’ 
Shareholders’ Account. 

(8) On receipt of Cash and Shai'es from the purchasing company in 
satisfaction of the pui'chase consideration, debit Bank Account and Shares 
Account, and credit the Purchasing Company’s Account. 

Note; — ^WTiere the shares of the purchasing company are issued at a 
premium, the Shares Account shou ld be de bited with the price including the 
premium. 

(9) When the Cash and Shares are distributed amongst the shai-e- 
holders, debit Sundry Shareholders’ Account and credit Bank and Shares 
Accounts. 

The above entries Mill close the books of the Vendor Company. 

Note: — While closing the books of the Vendor Company, the following 
special points will need careful attention; — 

Reser\'e -Fund, Dividend Equab'sation Fund, Contingency Fund, etc.— 
These items represent accumulated profits and are therefore not taken over 
by the Purchasing Company. The balance on these accounts should be 
transferred to Shareholders’ Accoimt. 

Workmen's or Employees’ Profit-sharing Funds. — These represent part 
of the profits of the business belonging to the workmen or employees v’ho 
have a right to share in the profits of the business imder a Profit-sharing 
Agreement. These credit balances, therefore, represent liabilities and should 
be transferred to the Purchasing Company, if the latter takes over the 
liabilities. 

■Pension Fund, Provident Fund. Stall Retirement Fund, Super-annuation 
Fund, etc.— Where such funds are created and maintained out of deductions 
made from the salaries and wages of the staff as also by periodical contribu- 
tions of tire employers and are allowed to accumulate at compound interest, 
the total amount accumulated on account of each employee is generally paid 
to him either on death or retirement or on leaving sen-ice under some definite 
rules and regulations. Tliese fimds are, therefore, sijccific liabilities payable 
to the employees at a future date, and should therefore be trnnsfciTcd to the 
Purchasing Company, if the latter takes over the liabilities. 

Workmen's Compensation Fund, Employer's Liab'dity Fund, Accident 
Compensation Fund. etc. — These funds are created out of profits for the pur- 
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pose of meeting contingent liability of the company in respect of compensa- 
tion payable to an employee or hts family in the event of death or an 
accident to the emnloyee while carrying out his duties during the or din ary 
course of the busmess When such claims are paid, they are debited to the 
Fund, and the balance on the Fund Account at any date reoresents accumu- 
lations or profits against which there are no claims payable as at that date 
This profit belongs to the shareholders of the Vendor Company, and, as such, 
should be transferred to Shareholders’ Account 

Insurance Fund — This fund is created by certain types of compames 
for the puroose of meeting losses through fire or marme accidents The fund 
IS created out of profits and when any losses from fire or marme accident 
arise, they are charged to this Fund and not to Profit and Loss Account The 
balance on this Fund Account at any date represents accumulated profits 
after meetmg all losses which may have arisen It is not a bability, but 
profits belongmg to the shareholders of the Vendor Company, and should be 
transierred to Shareholders’ Account 

Q. 405 What Entries should be passed m the books of the 
Purchasing Company^ 

A. Iq the hooks of the Purchasing Company, the followmg entries wdl 
be necessary — 

(1) Debit Business Purchase Account and credit the Vepdor Company 
\vith the total purchase price payable 

Debit tbe.Account of each asset taken over at the agreed %?lue and 

Busmess Purchase Account 

(3) Debit Busmess Purchase Account and credit each Liability 
Account, if the liabilities are taken over 

(4) The balance on Busmess Purchase Account, if it is a debit, will 
represent Goodwill and \\ill be transferred to Goodv/ill Account If the 
balance is credit, it vull be transferred to Caoital Reserve Account 

(5) Debit the Vendor Comoany and credit Share Capital Account with 
the nommal \alue of the shares issued to the Vendors as fully paid, and credit 
Bank Accoimt with the amount of cash paid, if any, in satisfaction of the 
purchase consideration 

No<e — ^^Vhere the shares are issued at a premium, the amount of pre- 
mium should be credited to Premium on Shares Account quite distinct from 
the Share Capital Account 

Q. 406. Two compames unth similar businesses decide to amal- 
gamate on the basis of their respective Balance Sheets as shown 
below, and form themselves into a new company Show by working 
what amount of shares in the New Company will be due to the Share- 
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holders of the old covipanies and give the opening entries and the 
Balance Sheet of the Neio Company. 

THE A. B. C. CO. LTD. 


BALANCE SHEET 



Rs. 



Rs. 

Share Capital — 

10,000 Shares of Rs. 10 each, full> 
paid 

Reserve Fund • 

Dividend Resen. e • 

Sundry Creditors ' 

Profit and Loss Appropriation 
Account 

. 1,00,000 
22,000 
. 15,000 

. 17,500 

. 3,000 

Land and Buildings 

Plant and ,Maehincr> 

Stock 

Debtors 

Cash at Bank 


60.000 

30,CC0 

40,0-00 

25,000 

2,500 

Rs. 

1,57,500 


Rs. 

1.57,500 

THE X. Y. 

Z. CO. LTD. 




EAL.ANCE SHEET 




Rs. 



Rs. 

Share Capital — 

1 2,000 Shares of Rs. 10 each, fulb 
paid 

Creditors 

Bank Overdraft 

. 1,20,050 

40.000 

10.000 

Land and Buildings 

Plant and Machinery 

Stock 

Debtors 

Profit and Loss Account — 
Loss 

•- 

55.000 

40.000 

25.000 

20.000 

30,000 

Rs. 

1, 70.0-00 


Rs. 

1,70,000 


The Goodvall of the A. B. C. Co., Ltd, was vriuoci at Rs. 20,000 and 
that c! tile X. Y. Z. Co . Ltd. ivas taken ai nil. 


A. The ar.iount.s duo to the Shareholder^ of the cid companies hi 
ascertained as under: — 


A. B. C. Co.. Ltd. 

Rs. 

X. V. Z. Co. Ltd., 

Rs. 

Gros-- .tc'cts 

LiiLnl-tics 

.. 1,57.500 
. . 17,500 

Gro's As'cts 

Lew Liabi'iti.s 

!,.tO,CCv7 
5''>,( fO 

,-if'(.’Good\>iU 

1,40.0.0 I 
.. 20.0-0 i 

Rs. 

sr*/i 0 





Rs. I.CO.CJO 

! 




li'- .''Crie result may be arrived at ’.■'clow; — 
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A. B C Co Ltd ^ 

' Rs. 

X. Y Z. Co Ltd , 

m 


100000 

Share Capital 

1.20.000 



Lef$ Liabilities 

30 000 

Dividend Reserve j 

15 000 



Profit and Loss Appropriation ' 




Account 





|1 400C0 



JdJ Goodwill which is unrecorded 

! 20000 



Rs 

160000 








The proportion of Shares in the Old and New Companies are am\ed 
at thus — 

Old Nets Old New 

A- B C Co Ltd 10 000 16 000 le 5 to 8 

X Y Z Co Ltd 12 000 9 000 le 4 to 3 

The New Company tnll therefore hand over to the Liquidators of the 
old Company the foUovi’ing shares in full satisfaction of the purchase consi- 
deration to be distributed amongst their respecUt e shareholders in exchange 
for their former holdings 

To A B C Co Lt<lsl6000 Shares of Rs 10 each fully paid. 

„ X Y Z Co Ltd.— 9000 Shares of Hs 10 each fully paid 


BALANCE SHECT OP THE NEW COMPANY 


Lutbilutes 

Rs 

Affeis 

Rs 

Share Capital— 

25 000SbaresofRs 10 each issued ' 
as fully paid 

Sundry Creditors 

Bank Overdraft 

150000 
57 500 
10000 

Goodwill 

Land and Buildings 

Plant and Machinery 

Stock 

Sundry Debtors 

Cash at Bank 

20000 
115.000 
70000 
65fX)0 
45 000 
2,500 

Rs 

317.500 

Rs 

317.500 






JOURNAL ENTRIES IN THE NEW COMPANY’S BOOKS 


Business Purchase Account 

To the A. B C Co Ltd (Vendors) 

(Being the purchase price agreed to be paid to the above 
Company ) 

Dr ] 

160000 

20000 

60000 

Goodwill 

Dr 

Land and Buildings 


30000 

Plant and Machinery 


40000 

Slock 


25 000 

Debtors 


2.500 

Cash at Bank 



To Sundry Creditors 
„ Business Purchase Account 
(Being the incorporation of the several assets and 
liabilities taken ov er from the A. B C. Co , Ltd ) 

1 



17.500 
1 60 000 
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JOURNAL ENTRIES— contd 



L.F 

Rs 

Ri. 

Share CapitaJ Account .. .. Dr. 

Reser\cFund .. .. .. „ 

Dividend Reserve . • . w 

Profit and Loss Appropnatioa Account . . . . » 

To Sundry Shareholders' Anount 
(Being the transfer of undistributed profits and Share 
Capital to Shareholders’ Account.) 


1.00.000 
22,000 
15 000 
3,000 

lAO.OOO 

Shares in the New Company, Ltd . - , Dr. 

To the New Company, Ltd 

(Being the receipt of 16,000 Shares of Rs. 10 each, 

, fully paid in the New Company at the rate of S 

Shares for every S Shares in the Old Company, m 

1 full payment of the puithase-consideration.) 


1,60,000 ^ 

1,60,000 

j Sundry Shareholders' Account . . Dr. 

^ To Shares m the New Co , Ltd. 

1 (Being the distnbution of (be shares amongst (he 

1 shareholders ) 

i 


1,60,000 

1,60,000 


IN THE BOOKS OF THE A B C CO LTD 
REALISATION ACCOUNT 



Rs 


Rs 

To Land and Buildings 

60,000 

By Sundry Creditors 

17,500 

„ Plant and Machinery 

30.C00 

„ New Co , Ltd. , . ' 

1,60,000 

• Stock • i 

40,000 



„ Debtors 

25.000 



„ Cash at Bank 

2,500 

• 


» Sundry Shareholders' Account 

20,000 



Rs. 

1.77,500 

Rs 

1,77,500 
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JOURNAL ENTRIES TO CLOSE THE BOOKS OF THE X. Y. Z. CO. LTD. 




J 

LF.’ Rs. 

Rs. 

» 

1 

1 

< 

1 

t 

1 

Realisation Account .. .. Dr. 

To Land and Buildings 
„ Plant and Machinery 

„ S lock j 

„ Debtors 1 

(Being the transfer of the assets sold to Realisation ' 

Account at book values.) ' 

'1,40,000 ' 

i 

J 

55.000 

40.000 

25.000 

20.000 


[ Sundry Creditors .. .. .. Dr. 

t Bank Overdraft .. .. .. „ 

! To Realisation Account 

j (Being the transfer of the Liabilities to the latter 
Account.) 

40.000 

10.000 

50,000 


The New Company Ltd. . . . . . . Dr. 

To Realisation Account 

(Being the purchase-price as agreed to be paid to the 

New Company.) 

90,000 

90fi00 

\ 

1 

! 

1 

1 Shareholders’ Account . . . . . . Dr. 

[ To Profit and Loss Account 

i (Being the transfer of debit balance on Profit and Loss 
; Account.) 

30,000 

i 

30,000 

1 


Share Capital Account .. .. .. Dr. 

1 To Sundry Shareholders’ Account 

1 (Being the transfer of Share Capital Account.) 

1,20,000 

' 1,20,000 

i 

{ Shares in the New Company Ltd. . . . . Dr. 

[ To the New Company, Ltd. Account 

1 (Being the receipt of 9,000 shares of Rs. 30 e.ach, 
fully-paid in full satisfaction of purchase-price.) 

90.000 

1 

' 90,000 


1 Sundry Shareholders’ Account .. .. .. Dr. 

To'Sharcs in the New Company, Ltd. 

! (Being the distributfon of the new Company Shares 
j amongst the shareholders.) 

90,000 

i 

1 

i 

90,000 


IS THE BOOKS OF THE X. V. Z. CO. LTD. 
REALIS.ATION ACCOUNT 


To Land and Buildings 
„ Plant and Machinery 
„ Stock 
„ Debtors 

Rs. 

. . 55,000 
40,000 
. . 25,000 
. . 20,000 

B> Sundry Creditors 
„ Bank Oterdraft 
„ The New Co., Ltd. 

! 

Rs. 

. . 40,CCO 
.. 10,000 
. . 90,000 


Rs. 1,40,000 


Rs. 1,40.000 


SUNDRY SHAREHOLDERS- ACCOUNT / 


R5. 

To Profit and Lc‘;s Account .. 30,000 

„ Sh.irc in the New Company, Ltd. . . 90,000 


Rs. 1,20,000 




B\ Share Capital .A^unt 


PvS. 

.. uo.oco 

R<u 1,20,000 
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Q. 408. The following is the Balance Sheet of the P. Co. Ltd., 
which IS absorbed by the Q. Co Ltd., on the undemoted terms: — 

(a) The “A” Debenture-holders to be repaid at a preimum of 10%. 

(b) The “B” Debentures to be dischat^ged at a premium of 5% by the 
issue of 7% First Mortgage Debentures in the Q Co, Ltd. 

(c) The other habibties with the exception of workmen’s Deposits are 
also to be taken over 

(d) The P Co , Ltd to pay off their workmen ’s deposits 

(e) The Shareholders are to be paid Rs 3 m cash per share, and three 
fully-paid shares of Rs 5 each valued at the market price of Rs 7 50 P per 
share in exchange for every two shares in the P Co , Ltd 


BALANCE SHEET OF THE P CO LTD 


Liabiliites 


Properly and Assets 


Share Capital— 


Goodwill . 

I.50.0C0 

20000 Shares of Rs 10 each. 


Pateot Rights 

30.000 

fully paid 

2.00.000 

Land and Buildings 

70.000 

Debentures— 


Plant and Ma^mery 

85,000 

7% "A" Debentures 

dOOOO 

Stock 

65,000 

7i% ‘B” Debentures 

$0000 

Sundry Debtors . 

22.000 

Denenture Redemption Fund 

25.000 

E)ebeDiure Redemption Investments . 

25.000 


45.000 



Employees* Savings Bank Deposits 




with Interest 

9000 



Sundry Creditors 

30,000 



Profit and Loss Appropriation 




Account— Balance 




Rs. 

4,74,000 

Rs. 

4,74,000 


' 


— 


Show how the purchase-consideration would be arrived at, and give the 
entries relating to the purchase m the books of the Q Co , Ltd , assuming 
that the Patent Rights and Land and Buildings are valued by them at 
Rs 45,000 and Rs 1,00,000 re^eclively, and Employees’ Savings Bank 


Deposits with Interest paid 1:^ P. Co , Ltd 

A. The purchase-price will be arrived at as under — 

Rs 

Cash Payment to "A” Debenture-holders at a Premium of 10% 66,000 

New First Mortgage Debentures to “B” Debenture-holders in 

exchange for their original holding plus 5% Premium . . . 84,000 

Cash on 20,000 Shares at Rs 3 per share . . . . 60,000 

30,000 Fully-paid Shares of Rs 5 each valued at Rs 7 50 P each m 
. exchange for 20,000 shares in the Old Company .. . . 2,25,000 


Rs 4,35,000 
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JOURNAL ENTRIES— contd 





LF 

Rs 

Rs 

Sundry Shareholdera Account 

To Real sation Account 
(Being the loss on realisation transferred ) 


Dr 


1 10000 

lOOOO 

Share Capital Account 


Dr 


2000CO 


Reserve Fund 




45 000 


Profit and Loss Appropnation Account 




25 0C0 


Debentures Redemption Fund 




25 000 


To Sundry Shareholder^ Account 
(Being the transfer of the Share Capital 

and un 




295 000 

distributed profits to the latter account ) 




! 


Bank Account 


Dr 




First Mortgage Debentures 

Share in Q Co Ltd 

To Q Co Ltd Account 
(Being the purchase price received from Q Co 

Ltd) 

- 


84 000 
2^000 

4^5000 


A Debentures 


Dr 


66000 


To Bank 





66 000 

(Being ihe Cash payment lo A Debcnlure-holders 





at a premium of lO”* ) 








Dr 


84 000 


To First Mortgage Debentures 




84000 

1 (Being the discharge of B Debentures at a premium 





1 of 5% by exchange of First Mortgage Debentures ) 





Employees Savings Back Deposits 


Dr 


9000 ■ 







9000 

(Being tbe refund of Employees Deposits ) 






Sundry Shareholders Account 


Dr 


2 85000 








n Shares m Q Co Ltd 
(Being (be payment in by issue of c 

lew shares 




2^5000 

to the shareholders m return for their bold ng m 





j this Company) 







REALISATION ACCOUNT 



Rs 


Rs 

To Goodwill 

] 500CO 

By Sundry Creditors 

30 000 


30000 

Q Co Ltd 


, Land and Buildings 

70000 

„ Sundry Shareholders Account 


Plant and Machinery 

85000 




65000 



Sundry Debtors 

22000 







Cash at Bank 

18000 



A Debentures 




B Debentures 

4000 



Rs 

4 75000 

Rs 1 

475 000 


- 
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“A" DEBENTURES ACCOUNT 



i 

; Rs. 


Rs. 

To Bank 

66,000 

By Balance 

.. 60,000 


f 

{ 

„ Realisation Account 

6,000 


Rs. 1 66,000 

; -r 


Rs. 66,000 


“B” DEBENTURES ACCOUNT 



Rs. 

i 

Rs. 

To First Mortgage Debentures 

84,000 

By Balance ..’ 

80,000 



„ Realisation Account 

4,000 

Rs. 

84,000 

Rs. 

1 

84,000 


SUNDRY SHAREHOLDERS* ACCOUNT 



Rs. 


Rs. 

To Realisation Account 

.. 10,000 

By Share Capital . . j 

i 2,00,000 

„ Bank 

.. 60,000 

„ Reserve Fund . . | 

■ 45,000 

„ Shares in Q. Co., Ltd. 

. . 2,25,000 

„ Profit and Loss Appropriation 
Account 

„ Debenture Redemption Fund 

t 

25.COO 

1 25,CC0 


Rs. 2,95,000 

Rs. 

1 

25>5,0C0 

1 ... . 


BANK ACCOUNT 


1 

1 Rs. 


Rs. 

To Balance 

27,000 

By Realisation Account 

IS.OCO 

„ Q. Co., Ltd. 

..11,26,000 

„ “A” Debentures ..! 

66,000 


1 

„ Employees Deposits ..! 

9,000 

«. 

f 

1 

„ Sundry Shareholders ..| 

6'J,CC0 


Rs. ,l,53,CCO 

RS. 1 

1,53,000 


Q. 410. The Creditors and the Shareholders having agreed 
upon a scheme oj reconstruction, the Texas Co. Ltd., went into 
voluntartj liquidation. The Balance Sheet at the date of reconstruc- 
tion stood as under: — 


BALANCE SHEET OF THE TEXAS CO. LTD. 


Capital and Liabilities 


1 Rs. 

Property and Assets 

Rs. 

Share Capital — 


} 

! 

Goodwill 

40.C00 

25,000 Share of Rs. 10 each, 

fullv 

i 

i 

Factory Building 

95,000 

paid 


.i2.50.000 

Plant 

1,05.000 

8°;, Debentures 


.'1,00,000 

Stock 

50000 

Trade Creditors 


.; 40,000 

Debtors 

60.000 

Reserve for Doubtful Debts 


.i 7,000 

Cash at Bank 

2.C<X) 

Depreciation Fund 

• 

.i 20.000 

i 

! 

Profit and Loss Account — Debit 
Balance 

65.0CO 


Rs. 

;4,17,0C0 

Rs. 

4,1T,COO 
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The Scheme of Reconstruction provided as under — 

( 1 ) That a New Company be formed with a Share Capital of Rs 5,00,000 
in 50,000 Shares of Rs 10/- each to take over from the above Company, Stock 
and Debtors at 20% less than the book value and Factory Building and Plant 
at Rs 77,000 and Rs 1,00,000 respectively 

(2) The Debenture holders were to be satisfied by the issue of 9% 
Mortgage Debentures of Rs 1,05,000 m the New Company m exchange for 
old Debentures 

(3) The Trade Creditors agreed to receive Rs 35 000 from the New 
Company m full satisfaction of their claim*;. 

(4) The Shareholders agreed to receive 25,000 shares of Rs 10 each 
credited ivith Rs 5 per share paid up, with a call of Rs 2 50 P per share 
to be made forthwith 

(5) The Bank Balance was utilised m payment of Reconstruction cost 

Give the entries and the accounts closing the books of the Texas Co , 
Ltd. and the opening entries m the books of the New Company, assummg 
that the call made on the shareholders was duly received 


A. 

ENTRIES TO CLOSE THE BOOKS OF THE TEXAS CO LTD 




LF 

Rs 

Rs 

Realuatioo Account 

To Goodwill 

Factory Building 

Plant 
ff Stock 
„ Debtors 

(Being the entry to dose tbe asset accouols) 

Dr 


J,50.000 

40000 
95 000 
] 05000 
50000 
60000 

The New Co , Ltd 

To Realuation Account 

(Being the consideration received from the New Co , Ltd. 
in view of the Scheme of Reconstruction as sanctioned 
by the Creditors and the Shareholders ) 

Dr 


2 65 000 

2,65000 

Realisation Account 

To 8% Deb-ntures Account 

(Being the premium agreed to beaUowed to the Debenture 
holders.) 

Dr 


5,000 

5 000 

Trade Creditors 

To Realisation Account 

(Being the gain anting from the Creditors having agreed 
to accept Rs 35/)OOin li-o of Rs 40000) 

Dr 


5,000 

5,000 

Realisation Account 

To Bank 

(Being the cost of reconstruction paid ) 

Dr 


2000 

2,000 

Sundry Shareholders’ Account 

To Realisation Account 
(Being the loss on realisation transferred.) 

Dr 


87 000 

87000 
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BANK ACCOUNT 


To Balance b/d | 

Rs 


Rs 


2000 

By Real sation Account— | 


New Co Ltd 

35000 

Cost of Reconstruction 

2000 



Trade Creditors 

35000 

Rs 

37000 

Rs 

37000 


— 




8'1, DEBENTURES ACCOUNT 



Rs 


Rs 

To 9% Mortgage Debentures 

105000 

By Balance b/d 

Real sation Account 

100000 

5000 

Rs 

105000 

Rs 

105 000 


TRADE CREDITORS 


1 

To Realisation Account— Transfer 
Dank 

Rs 

5000 

35000 

By Balance b/d 


Rs 

40000 

Rs 

40 COO 


Rs : 

40 OOO 


JOURNAL ENTRIES TO OPEN THE BOOKS OF THE NEW COMPANY LTD 





LF 

Rs ' 

Rs 


1 Factory Building 

1 Plant. 

Stock 
: Debtors 

1 To the Texas Co Ltd 

(Being the taking over of the assets at an agreed 
valuation ) 

Dr 


77 000 

1 00 000 , 
40 000 
48 000 

265000 


The Texas Co Ltd 

To Bank 

9^ Mortgage Debentures 

Share Capital Account 

(Be Dg the Cash Debentures and Shares issued to the 
liqu dator of the Texas Co Ltd to be distnbuted as 
per the Scheme of Reconstruct on ) 

Dr 


265 000 

35^ 

1 05 OOO 
125 000 


Share F rst Call Account 

To Share Capital Account 

(Being the First Call of Rs 2J0 P per Share on 25 000 
Shares ) 

Dr 

1 

1 

62 500 

62 500 


Bank Account 

To Share First Call Account 
(Being the amount of First Call duly received ) 

Dr 

_J 

62 500 

62^00 
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BALANCE SHEET OF THE NEW CO. LTD. 


Capital and Liabilities 

i 

Rs. 

1 

Property and Assets 

' Rs. 

Authorised Capital — 


Factorj' Building 

. . 77,000 

50,000 Shares of Rs. 10 each 

Issued and Subscribed Capital — 

1 5,00,000 

Plant 

... IflO.OQO 

25,000 Shares of Rs. 10 each,. 


Stock 

..1 40,000 

Rs. 7.50 P. per Share paid up 

9% Mortgage Debentures . .; 

1,87,500 

1,05,000 

Debtors 

Cash at Bank .. 

! 

. . I 48,000 
..j 27,500 

Rs. 

2,92,500 


Rs. ; 2,92.500 




CHAPTER X • 


SELF-BALANCING OF LEDGERS 

Q. 411. What do you understand hy the term “Self-Balanctng 
of Ledgers” and what is the object of this system^ 

A. The complete agreement of a Trial Balance prepared from the 
books of accounts of a business is of very great importance Even though the 
Trial Balance might disagree by a small amount, it is not desirable to allow 
such a difference to pass, for there is every possibihty of large discrepancies 
being concealed behind this apnarent small difference Where a business is 
a small one and all the accounts are accommodated in one Ledger, it will not 
be a difficult matter to run through the whole of the transactions in the event 
of a disagreement of the Trial Balance But in a large business where several 
Ledgers would be in use, it would entail an enormous amount of time and 
labour to locate the error or errors m the event of the Trial Balance dis- 
agreeing It IS for the purpose of obviating this inconvenience and annoyance 
at the time of periodical balancing that the system of Self-balancmg of 
Ledgers is devised Under this system, it is possible to construct a complete 
Trial Balance from each Ledger separately without any regard to the accounts 
m the other Ledgers As a result of each Ledger being thus balanced sepa- 
rately, the error or errors would be easily localised, for in case of disagree- 
ment of the Trial Balance of any Ledger, only the entries recorded m that 
particular Ledger will have to be re-checked, and’ it would not be necessary to 
go over the transactions entered m those Ledgers whose Trial Balances agree 

Q. 412. Give a general outline of the system of Self-^Balancing 
of Ledgers, assuming there are three Ledgers kept in a business, mz 
(1) a Bought Ledger, (2) a Sold Ledger, (3) a General Ledger 

A. At the end of each Personal or Trade Ledger, an extra Adjustment 
Account will be opened in the name of the General Ledger. Thus, in the 
Bought Ledger as also m the Sold Ledger an account called “General Ledger 
Adjustment Account” will be opened Similarly, an extra Adjustment 
Account will have to be opened m the General Ledger for each of the Per- 
sonal Ledgers Thus, in the General Ledger there will be two extra adjust- 
ment accounts, one called “Bought Ledger Adjustment Accoimt” and the 
other “Sold Ledger Adjustment Accoimt” To the Adjustment Accounts m 
each Ledger will be posted contra entries of those that are already recorded 
in the same Ledger In order to save unnecessary clerical labour, these contra 
entries will be made m monthly or other periodical totals Smce every entry 
m the Ledger has its contra postmg (m totals) on the Adjustment Account 
which IS opened at the end of each Ledger, the Double Entry of every trans- 
action IS recorded in the same Ijcdger Evidently, therefore, a separate 
Trial Balance can be extracted frmn each iedgei^ in which the balance on the 
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Adjustment Account opened at the end of the Ledger should also be included, 
and such a Trial Balance must agree, if the transactions are recorded correctly. 
If the Trial Balance of any Ledger disagrees, it will be necessarA.’ to re-check 
only those transactions which are recorded in that particular Ledger. Tlie 
search for, errors is thus brought within a verj' narrow area by eliminating 
checking of such transactions as have been recorded in those Ledgers whose 
Trial Balances agree. 

Q. 413. In a business ivhere a system of Self-balancing of 
Ledgers is adopted, what principles should be folloived m the classi- 
fication of Ledger Accounts and the ridings of the various Subsidiary 
Books? 

A. For a proper working of the Self-Balancing System, the classifica- 
tion of Ledger Accounts must receive most careful attention. Tims, the 
accounts of all Customers only must be accommodated in one or more Ledgers. 
Similarly, the accounts of the Trade Creditors, i.e., suppliers of goods should 
be arranged in quite another Ledger. All the remaining Accounts should 
then be accommodated in yet another Ledger. The Ledgers including the 
accounts of customers are variously known as either Customers’ Ledgers, 
Debtors’ Ledgers, Sold Ledgers or Sales Ledgers. Those including the 
accounts of Ti'ade Creditors are styled either Creditors’ Ledgers, Suppliers’ 
Ledgers, Bought Ledgers or Purchases Ledgers. The Ledger wherein are 
found all the remaining accounts is variously styled as General Ledger, Nomi- 
nal Ledger or Impersonal Ledger. For the purpose of self-balancing each 
Ledger, the postings to the different Adjustment Accounts in the various 
Ledgers are made in monthly or other periodical totals and these totals arc 
to be taken from the various Subsidiary Books. It is essential, therefore, to 
rule the Subsidiary’ Books in sucli a way that the periodical totals of the trans- 
actions appearing in each Ledger can be obtained from the particular Sulj- 
sidiary Books wherein those transactions are primarily recorded. Thus the 
Sales Book, the Returns Inwards Book and the Bills Receivable Books v.’ill 
be ruled to have an extra column for each of the Debtors' or Sold Ledgers. 
Similarly, the Purchases Book, the Returns Outwards Book and the Bills 
Payable Book should be ruled to have extra columns for each of the Creditors’ 
or Bought Lodgers. The Cash Book receipts side as well as tlie payments 
side and also the Journal will be ruled with e.xtra columns for each of the 
Trade Ledgers. The reason why each side of Cash Book should ha%’c a 
column for each Trade Ledger is that sometimes payments may have to be 
made to some customers by way of refund of over-payments made by them, 
and similarly, some creditors may return to us over-payments made to them. 
Although sucli transactions are not numerous, a special analysis will have to 
be prepared for such trarrsactions, if the system of sectional balancing is to 
function properly in the absence of such columns. 

Q. 414. In a business icherc the system of Self-balancing of 
Ledgers is adopted, there arc tico Bought Ledgers, viz. (,1) Inland 
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and (2) Foreign, three Sold Ledgers, viz (1) Local, (2) Provincial, 
and (3) Foreign, and one General Ledger Give pro-forma nthngs 
of the Cash Book, Sales Book, Purchases Book and the Journal suit- 
able for that business, giving a few imaginary entries in each book 
A SALES BOOK 


Date 1 

Particulars j 

'L.F 

1 1 

Total 

1 

Local 

1 

Provm 1 

1 1 

Foreign 

1957 



Rs 

Rs 

Rs 

Rs 

Jan. 11 1 
» 17 ' 
» 25 

! 

Abraham & Co (Calcutta) 

premchand & Sons (Bomtey) I 

Scuzenberg & Co (Germany) 


2 700 
3,500 
5,900 

3400 

2700 

5,900 

PURCHASES BOOK 

Date 

Particulars 

Ilf] 

Total 

1 1 

j Inland 

Foreign 

1967 





1 


Rs 

Jan. 7 

n 15 

Puranchaod & Co (Lahere) 

Khairabadi St Co (Persia) 

Cbioiceisbak & Sons (Cbma) 



J 

III 

2,900 

i 

5400 

3800 
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Q 415 Explain in detail koto you would self-balance the 
Bought Ledger 

A An extra account called the ‘ General Ledger Adjustment Account” 
will be opened at the end of the Bought Ledger, and a Bought Ledger 
Adjustment Account ’ will be opened in the General Ledger 

Credit Purchases^As usual, the various Personal Accounts in the 
Bought Ledger would be credited individually and the Purchases Account in 
the General Ledger would get the periodical debit in total from the Invoice 
Book The Bought Ledger thus receives ail the credits and the General 
Ledger gets the debits The entries to the Adjustment Accounts for the pur- 
pose of self balancihg the postings from the Purchases Book would, therefore, 
be the re\ erse of the onginal entries With the periodical totals of the Pur 
chase Book, the General Ledger Adjustment Account m the Bought Ledger 
would be debited and the Bought Ledger Adjustment Account in the General 
Ledger credited 

Cash Paid to Creditors — ^When the payments are made the entries 
would be to debit the accounts of the vanous parties in the Bought Ledger, 
and to credit Cash, Bank or Discount The latter accounts relate to the 
General Ledger It is the Bought Ledger therefore that gets all the debits 

[Continued on page 433 
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Puranchand & Co (Lahore) 

To Premchand & Sons (Bombay) 

(Being transfer of the balance on the latter account 
to the former as per letter of Puranchand & Co 
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and the General Lodger the credits in regard to payments to Creditors. To 
self-balance these two Ledgers, it would be necessary to make a reverse entry. 
With the total of the Ca.sh paid to creditors and discount received from them, 
debit the Bought Ledger Adjustment Accoimt in the General Ledger, and 
credit the General Lodger Adjustment Account in the Bought Ledger. To 
obtain the periodical amount of total paj’ments made to creditors and the 
discount allowed by them, there would be kept a separate column headed 
Bought Ledger on the-pajanents side of the Cash Book. Tire total of the 
cash paid and discount received would be entered in this column each time 
that a payment is made to a creditor, besides being recorded in the Discount 
and Cash or Bank columns. The monthly or other periodical totals of this 
column will represent the total payments made to creditors during the period. 

Bills Accepted. — In regard to the Bills drawn by the creditors and 
accepted by the trader, the postings from the Bills Payable Book would be to 
debit the individual accounts of the creditors in the Bought Ledger and credit 
the Bills Payable Account which appears in the General Ledger. It is the 
Bought Ledger, therefore, that gets the debits and the General Ledger that 
gets credits in regard to acceptances granted. To self-balance the two Ledgers, 
a reverse entry' will be made with the periodical total of the Bills Payable 
Book, debiting the Bought Ledger Adjustment Accoimt in the General 
Ledger, and crediting the General Ledger Adjustment Account in the Bought 
Lodger. 

Purchase Keturns. — On the goods being returned to the creditors, the 
indivddual accounts of the parties in the Bought Ledger are debited and the 
Returns Outwards Account in the General Ledger is credited with the 
periodical totals of the Returns Outwards Book. A reverse entry with the 
periodical totals can now be made debiting the Bought Ledger Adjustment 
Account in the General Lodger, and crediting the General Ledger Adjustment 
Account in the Bought Ledger, to self-balance the two Ledgers. 

Trial Balance of the Bought Ledger. — After completing the above- 
mentioned adjusting entries, it will be noticed that every debit or credit in the 
Bought Lodger has a corresponding credit or debit in the same Ledger, due 
to the periodical totals of these transactions having been posted on the contra 
sides of the adjustment accounts opened therein. It is therefore possible to 
extract an independent Trial Balance of that Ledger including the balance 
of the General Lodger Adjustment Account. Most of the individual balances 
will bo on the credit, but the balance of General Ledger Adjustment Account 
will naturally be on the debit, and will equal the total of the credit balance.^. 

Note: — It is important to note that ns a result of the entries pa.'^scd to 
self-balance the Boucht Ledger, the General Ledccr has abo become solf- 
balanccd. so far as tlic postings of transactions with the Trade Creditors are 
concerned. 
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regard to these transactions, a reverse entrv- must be made debiting the General 
Ledger Adjustment Account in the Sold Ledger and crediting the Sold Ledger 
Adjustment Account in the General Ledger, with the periodical totals of the 
Returns Inwards Book. 

Bad Debts. — ^\\Tten a Bad Debt is written ofi, the account of the custo- 
mer who fails is credited in the Sold Ledger and the Bad Debts Account is 
debited in the General Ledger. All sucli Bad Debts written off montlily 
should be ascertained from the Ledger and a reverse cntr\* should be made 
with this amount debiting the General Ledger Adjustment Account in the 
Sold Ledger and crediting the Sold Ledger Adjustment Account in the Gene- 
ral Ledger. 

Sold Ledger Trial Balance. — After making the abovementioned adjust- 
ing entries, it will now be possible to extract a separate Trial Balance of the 
Sold Ledger, since the Double Entrj' of every ti-ansaction is completed therein. 
The balances on the Personal Accounts will generally be on the debit, but 
the balance on General Ledger Adjustment Account will be on the credit of 
counter-balance these. 

Note: — ^It may here be pointed out that as a result of the self-balancing 
of the Sold Ledger ha\'ing been brought about by moans of extra entries the 
contra effect of which have gone in the General Ledger, the latter Ledger 
has also become self-balanced, so far as the transactions vdth the customers 
are concerned. 

Q. 417. Assuming that the Bought and Sold Ledgers have been 
self-balanced as a .result of the extra entries on the Adjustment 
Accou7its, as described in the previous ttco questions, explain hoiv 
this icill have helped towards the self-balancing of the General 
Ledger. 

After the Bought and Sold Ledgers are balanced sectionally. no 
further adjusting entries will be necessary to self-balance the General Ledger, 
since every time a debit or credit in respect of a self-balancing entry was made 
in the Bought or Sold Ledger, the contra credit or debit was simultaneously 
made in the Bought Ledger Adjustment Account or the Sold Ledger 
Adjustment Account wliich %vas opened in the General Ledger. Tlie Bought 
Lodger Adjustment Account in the General Ledger thus represents a sum- 
marised Creditors' Account and the Sold Ledger Adjustment Account repre- 
sents a summarised Debtors’ Account. It is possible therefore to extract the 
Trial Balance of the General Ledger now separately without reference to the 
balances in the Bought 'and Sold Ledgers, by including therein the balances 
of the Bought Ledger Adjustment Account and the Sold Ledger Adjustment 
Account, which appear at the end of the General Ledger. 

Q. 41S. Where a systcin of self-balancing of Ledgers is adopted, 
what rules should he observed as regards the arrangement of Ledger 
Accounts cud also as regards transfers from one Trade Ledger to 
another? 
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A- In order to ensure the proper working of the system of Self balanc 
ing of Ledgers it is essential to see that the accounts m the Bought Ledger 
shovild be those of the Trade Creditors only (i e suppliers of goods on credit) 
and the Sold Ledger should contain only the accounts of the Trade Customers 
Thus, if a fixed asset is sold on credit the entry wnli be made in the Journal 
and the Account of the party to whom the asset is sold v.ill be ooened m the 
General Ledger, as that party is not an ordinary Trade Debtor m the sense 
of a customer Similarly if Furniture is bought on credit, the transaction 
■unll be entered m the Journal and the dealers’ account will be opened m the 
General Ledger masmuch as he is not a Trade Creditor 

It may happen that goods are bought from and sold to the same party, 
in which case, it will be necessary to open two accounts of that narty, one 
in the Sold Ledger and another m the Bou^t Ledger The account m the 
Sold Ledger should contam the transactions relatmg to sales and the account 
in the Bought licdger should record transactions relating to purchases At 
the tune of settlement vnth the oarty, it would be necessary to transfer th“ 
balance of one account to another account and the transfer should be made 
through the Journal, 

For every such transfer from one Trade Ledger to another Trade 
Ledger, it will be necessary to make two extra adjustment entries in order 
to self balance the I^edgers For instance if a debit balance of Rs 100 on A s 
Account m the Sold Ledger in transferred to his account in the Bought 
Ledger, the two adjustment entries would be as follows — 

JOURNAL ENTRIES 


Geoeial Ledger Adjustment Account 
(10 the Sold LedgerJ 
To Sold Ledger Adjustment Account 
(m the General ledger) 


Bought ledger Adjustment Account 
On the General ledger) 

To General Ledger Adjustment Account 
(in the Bought Ledger) 



Rs 

100 


100 


Hiese two entries w*!!! serve not only to self balance the Bought ard Sold 
Ledgers but will also adjust the Bought and Sold Ledger Adjustment Accounts 
in the General Ledger The important point to note is that these accounts 
reflect in a summarised form the total position of the Creditors and the 
Debtors as detailed m the Creditors' and the Debtors’ Ledgers respectively 
It follows therefore that whenever anj self balancing entry is made in any 
of the Personal Ledgers the contra posting thereof must be made on the 
Adjustment Account representing that Ledger in the General Ledger 

Q 419 In a business three Ledgers are kept %n use, viz (1) 
a Debtors* Ledg<>r, (2) a Creditors’ Ledger and (3) a General Ledger, 
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JOURNAL ENTRIES— corud. 




-T=> 

1 



L.F. 

Rs. 

Rs. 

j 

GcEcral Ledger Adjustment Account 

To Debtors' Ledger Adjusfme.'Jt Account 
(Returns Inwards as per the Returns Inwards Book.) 

Dr. 

D.L. 

‘G.L. 

. 1 

N195 

2,195 

i 

f 

Genera! Ledger Adjustment Account 

To Debtors' Ledger Adjustment Account 
(.Aliowunccs made to Debtors.) 

Dr. 

D.L. 

G.L. 

. 1 

6S0 

6S0 

1 

Debtors’ Ledger Adjustment Account 

To General Ledger .Adjustment Account 
; IBiUs Receivable returned dishonoured.) 

Dr. 

|d.l.> 

,G.L. 

940 

940 

1 

1 Genera! Ledger Adjustment Account 

To Debtors’ Ledger Adjustment Account 

1 (Bad Debts written ofT during the year.) 

Dr. 

.D.L.i 

;G.L.i 

i ' 

1.125 

1,125 


To Self-Balance the Creditors’ Ledgers: — 

JOURNAL ENTRIES 


i General Ledger .-Adjustment Account 

To Creditors’ Ledger Adjustment Account 
(Total credit purchases as per Invoice Book.) 

!l.f. 

.. Dr. iC.L.' 

Jg.l.' 

( ■ 

Rs. 1 
11.250 1 

] 

1 

Rs. 

11,250 

I Creditors’ Ledger Adjustment Account 
' To General Ledger Adjustment Account 

' (Cash paid to and discount allowed by creditors as 
! special column in the Cash Book.) 

.. Dr. Ig.U 
iCL, 

per 1 

! 

25,500 ' 

25400 

[ Creditors’ Ledger Adjustment Account 

To General Ledger Adjustment Account 
i (Bills Accepted as per Bills Payable Book.) 

.. Dr. iG.L.! 
ICL.' 

i 1 

3,750 

i 

3,750 

, Creditors’ Ledger Adjustment Account 

To General Ledger Adjustment .Account 
(Returns Outwards as per Returns Outwards Book.) 

.. Dr. ;G.L. 
CL, 

1 

1,500 

j 1.500 

Creditors’ Ledger Adjustment Account 
; To General Ledger Adjustment .Account 

.. Dr. 'G.L.' 
iCL.. 

375 

j 

j 375 


' (Allowances made by creditors during the year.) j , | 

Q. 420. What are Total Debtors' Account and Total Creditors' 
Account? State the method of their construction. 

A. "^Vhere the system of self-balancing Ls not introduced in its entirety, 
but it Ls desired to balance the Personal Ledgers only, a Total Debtors’ 
Account and a Total Creditors’ Account may be constructed to check the 
aritlmietical accuracy of these Ledgers. 

TOT.-VL DEBTORS’ ACCOUNT:— 

On the debit side of this account the following items vrill appear: — 

1. Opening Balance will bo the total of the ’oalances on the iudi\'iGunI 
Debtors' Account at the beginning of the period as ascertained from the 
Debtors’ Ledger. 
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2 Credit Sales will be obtained from the Day Book 

3 Bills Receivable dishonoured can be obtained either from the Bills 
Receivable Book or from the Journal 

On the credit side will appear- — 

1 Cash received from Debtors can be obtamed either from the spe-'ial 
column if any kent in the Cash Book or from an analysis of the Cash 
Book debit side 

2 Discount allowed will be the total of the discount column on the 
debit side of the Cash Book 

3 Returns Inwards can be obtained from the Returns Inwards Book 

4 Allowances can be ascertained from the Journal 

5 Bills Received will be the total of Bills Receivable Book 

6 Bad Debts can be ascertained from the Bad Debts Account m the 
General Ledger 

Transfers if any made from the Debtors Ledger into any other Personal 
Ledger or vice versa can be ascertained from the Journal 

The debit balance on the Total Debtors Account should tally \ith the 
tolal of the balances on the individual Debtors Accounts on the same date 
as obtained from the Debtors Ledger 

TOTAL CREDITORS ACCOUNT — 

On the credit side of this account will appear the following items — 

1 Openmg Balance will be the total of balances on the mdividual 
Creditors Accounts at the beginning of the period as shown by the 
Creditors Ledger 

2 Credit Purchases can be obtamed from the Invoice Book. 

3 Acceptances Dishonoured can be ascertained either from the Bills 
Payable Book or from the Journal 

On the debit side will appear — 

1 Cash Paid to Creditors can be ascertamed either from the special 
column if any kept in the Cash Book credit side or from an analysis 
of the credit side of the Cash Book 

2 Discount Received from the creditois will be the total of the Dis 
count column on the credit side of the Cash Book 

3 Returns Outwards can be obtamed from the Returns Outwards Book 

4 Bills accepted can be ascertamed from the Bills Payable Book 

Transfers to and from the Creditors Ledger mto any other Personal 

Ledger can be ascertamed from the Journal 
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Tile credit balance on the Total Creditors' Account should talb.' ivitli 
the total of balances on the individual Creditors' Accounts extiacted on the 
same date from the Creditors’ Licdger, 

The following are pro forma accounts of Total Debtors and Total 
Creditors : — 


TOTAL DEBTORS’ ACCOUNT 


Rs. 

To Balance at the beginning of the 

period 

„ Sales— from Day Bock 

n Bills dishonoured — as per Jour- 
nal or Bills Recei\-aD!c Book 

„ Transfers— as per Journal 


Rs. 


To Balance bid. 


By Cash rcccised — from the special 
column on the debit side of 
the Cash Book or from an 

analysis of the Cash Book 

„ Discount allowed— as per dis- 
count column on the debit 

side of the Cash Book 

„ Bills Receivable— as per Bills 

Receivable Book 

„ Returns— as per Returns fc- 

wnrds Book 

„ Bad Debts- as per Bad Debts 

Account 

„ Transfers — as per Journal 
„ Balance at the close of the 

period, c/d. 


Rs. 


TOTAL CREDITORS’ ACCOUNT 


Rs. 

To Cash paid— as pcrspccial column 

or analysis of the Cash Book 

„ Discount— as per Discount 
column on the credit side of 

the Cash Book 

„ Bills Payable— as per Bills 

Payable Book 

„ Returns— as per Returns Out- 
wards Book • 

„ Transfers— as per Journal _ 

„ Balance at the end of the period, 

c/d. 


Rs. 

By Balance at the beginning of the .... 

period 

„ Purchases— as per Invoice Book . . 

Bills dishonoured as per Bsils 

Payable Book or Journal 

,. Transfers— as per Journal 


\ 


I 


Rs. 


Rs. 


By Balance b. J. 




CHAPTER XI 


DEPARTSIENTAL ACCOUNTS AND TABULAR OR 
COLmiNAR BOOK-KEEPING 

Q. 421. In a bitsiness, which is divided into several Depart- 
ments, it IS desired to ascertain the net results of each department 
separately Explain in detail the system of account-keeping to 
achieve this object State also the advantages of such a system 

A. In order to ascertain the working results of each department 
separately, it is necessary that the book-keeping records of stock, purchases, 
sales and exoenses relating to each Department should be kept distinct, as if 
each Department were a separate business If the departments are many, it 
IS advisable to keep separate Purchases, Sales and Returns Books for each 
department Where, however, the departments are few, the Books should be 
ruled with columns, so that each department is allotted one column The 
following are the pro forma rulings of Departmental Purchases and Sales 
Books — 


DEPARTMENTAL PURCHASES BCXDK 


Date 

Particulars 

inv : 
No : 

Ilf 

1 

Total 

Crock- 

ery 

Cutlery 

Carpets 

] 

1 

1 ! 

1 

1 

^ 1 
1 
1 




- 


DEPARTMENTAL SALES BOOK 


Date 

Particulars 

No 

L.F j 

Total j 

Crock- 

ery 

Cutlery 

Carpets 

1 


i 



1 

1 . 

1 




Ledger Accounts. — In the Ledger, separate accounts of Purchases, Sales, 
Wages, Stock and Expenses for each department must be kept 


Direct Expenses. — The expenses directly attributable to any department 
such as Salaries, Rent, Insurance, etc , will be charged straight to such depart- 
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ment. Salaries of the clerks working exclusively ‘in one department will be 
apportioned in the Salaries Book. Rent will be apportioned according to 
the floor space occupied by each department, and the insurance premium will 
be apportioned on the basis of tlie values of Stocks and Fi.xtures in each 
department. 

Indirect Expenses. — ELxpenses not directly applicable to any particular 
department, e.g. Manager’s Salarj', Account Staff’s and Storekeepers’ salaries, 
and sundry office expenses, will be charged in the first instance to the respec- 
tive nominal accounts, but at the time of closing the books they will be 
allocated to the various departments on some equitable basis, e.g. equally, or 
on the basis of turnover. 

It is now possible to prepare a separate -Trading and Profit and Loss 
Account of each department, and tlius ascertain the Net Profit or Loss of 
each separate section of the business. 

AdN^intagos of the System, — In a business where there are several depart- 
ments, the combined result of running all the departments does not supply 
any information as to the course of the business. It may be that on the whole 
the business falls to disclose a reasonable margin of profit, but where the sepa- 
rate results of each department are obtained by the method stated above, the 
proprietors may find that some of the departments are running at a lo.ss and 
thus wipe off the profits made by others. Ha%nng obtained tlris information, 
necessary steps may bo taken to set right the losing departments by remedy- 
ing the defects, or the proprietors may cease their actixdties in that direction 
and only concentrate their attention to more profitable departments. 


Q. 422. From the following particulars prepare Departmental 
Trading and Profit & Loss Account and Balance Sheet for the year 
ended 31st December 1966. The expenses are to he apportioned 
between the Departments on the basis of their respective turnovers. 


stock (Raw Jlatorial. Finished Goods): — 

A. Department. 1st .Tanuary 19C6 

B. Department. 1st Januarj- 1966 
Purchases (Raw materials) — A. Department 

do. — B. Department 

Returns Outwards — A. Department 
do. — B. Department 

S-iles — A. Department 
do. — B. Department 
Returns Inwards — Department . . 

do. — B. Department ... 

Freisht & Duty — A. Department ... 

do. — ^B. Department ... 

\VaKCS — A. Department 
do. — B. Department 
Gas & Fuel — Department 
do. — B. Dep.artment 


Rs. 

12.000 

15.000 

40.000 

50.000 
700 
500 

76.000 
46.200 

1. 000 
1.200 
2.500 
2.000 

11.000 
8.OO0 

750 

600 





DEPARTMENTAL TRADING AND PROFIT & LOSS ACCOUNT 
For t/ic year ended 31st December 19G6 
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Q. 423 What do you understand by the term Tabular or 
Columnar Book-keeping"^ 

A. Tabular or Columnar Book keeping does not differ in any way from 
the system of Double-Entry Book-keemng, but it only implies that the books 
of account keot in certain concerns are ruled with additional analytical 
columns for the purpose of coUectmg together transactions of a similar nature, 
so that the postings from such books can be made m totals with a view to 
avoid i\aste of time and clerical labour which would otherwise be entailed 
if the postings of all the entries were done individually In addition to the 
books of prime entry, sometimes the Ledgers are also ruled ivith adoitional 
columns so as at once to serve the purpose of Day Book and Ledger combm- 
ed, in order to avoid the trouble of openmg separate accounts for each indi 
vidual While recordmg transactions in all such books, however, the prm- 
ciples of Double-Entry are strictly adhered to 

Columnar Cash Books — The form of Cash Book with Cash, Bank and 
Discount columns on either side as given on page 21 is one of the instances 
of Columnar Cash Books The advantages of such a book have already 
been explained Another instance of a Columnar Cash Book would be found 
in a business where the Ledgers are kept on Self-Balancing System, where it 
would be ruled with additional columns for eadi of the Personal Ledgers on 
either side, and a form of this book is illustrated and explained on page 431 
Where a business has got several departments or branches, the Cash Book 
may be ruled to provide a separate column for each of the departments or 
branches so that the receipts from and the payments on account of each 
department or branch can be posted in periodical totals Another mstance 
of a Columnar Cash Book is the form of Analytical Petty Cash Book given 
on page 27 

Columnar Journals — In the Chapter on Self Balancmg of Ledgers, we 
have already discussed the Purchases and Sales Books and the Bills Receiv- 
able and Bills Payable Books (see page 430), ruled with extra columns for 
each of the Trade Ledgers, and they are all instances of Columnar Journals 
In a business having several Departments or Branches, the Purchase and 
Sales Books may be ruled with columns for each Department or Branch (see 
page 442) , to enable separate Department or Branch Trading Accounts to be 
prepared These are further instances of Columnar Journals Other exam- 
ples of Columnar Journals can be found on page 29 m the ordinary Bills 
Receivable and BiUs Payable Books 

Columnar Ledgers — As already stated. Columnar Ledgers are kept m 
order fo save the unnecessary labour of opening individual personal accounts 
Such Ledgers are generally mamtained by some undertakmgs of public 
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utility like Gas Companies, Electric Lighting Companies, Water Companies. 
Municipalities, etc., where on account of the peculiar nature of the bu.siness. 
the number of personal accounts in extraordinarily large, but the transactions 
with each person during a particular period are limited to one or two. In 
such cases, it would be an enormous waste of labour and time if entries 
in regal'd to sale to each individual w'cre first made into a Day Book 
and then subsequently transferred to a separate account for each person to 
be opened in the Lodger in the usual way. To simplify matter.';, therefore, 
a Tabular Ledger ruled with proper columns is kept, which can be used 
both as a Day Book and as a Ledger combined. Tlio tran.sactions with each 
customer or consumer are entered horizontally, and from here, the po.sition 
of each person can be ascertained. The vertical totals of the money column.'-- 
wdll help to group transactions of a similar nature to be posted periodically to 
the Nominal Accounts concerned. The Consumers’ Ledger of a Gas Com- 
pany as given on page 453, is a good instance of a Tabular Ledger. t\Tion 
the Bills are prepared monthly or quarterly, this book will be written up from 
those bills. When cash is received, it will be posted from the Cash Book to 
the respective accounts in this book, and the balance unpaid during the period 
in question will be carried foz-ward. The periodical totals of the columns 
“Charge for Gas Consumed”, “Meter Rent”, “Stove Rent”, and “Sundiw" 
will be credited to the respective nominal accounts. Similarly, the totals of 
the “Allowances” and “Bad Debts” Columns will be debited to the respec- 
tive nominal accounts. The total of the last column “Balance c f.” repre- 
sents the amount still owing by the Consumers at the end of the period, and 
if the books are closed on that date, it will appear in the Balance Sheet as 
an asset. 

The Consumers’ Ledgers of Electric Lighting Companies and Water 
Companies are written up in a similar way. 

j(jote: — Further instances of Columnar Books arc given at the end of 
this Chapter, and the student would do well to study these. 

Q. 424. WJiat is Visitors’ or Window Ledger? Give a ruling 
of this hook icith a few imaginarg entries fdled in, and state how the 
book is written tip. Explain also the loorking of the Sundry Visitors' 
Account. 

I For t'ii'itorf;' or U'ijidov Ledger, sec pp. •5-S5-49.] 

A. The Visitors’ or Window Ledger is kept in a Hotel, and it .^ervc-s 
the two-fold purpose of a Day Book and a Personal Ledger. It rccord.s the 
tran.'iactions with cacli Visitor fi-Cm day to daj-, and having due regard to 
the }X'cvili."r nature of the bu-sine.s,s. it is ncccisary that thi.s bco.c s!’.c)uid ’ne 
kept written up-to-date. One or more pages of this boo’K are allotted to each 
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VISITORS OR 
Friday 10th 


— 

1 

2 

3 

4 

5 

6 

7 

Name 

1 

Na™ 

Nan e 

Name 

Name 

Name 

Name 

DEBITS 

Rs P 

1 Rs P 

Rs P 

Rs P 

Rs P 

Rs P 

Rs P 

Brought Forward 

3SSO 

4765 



19 94 



Apartments 

400 

' 400 



3 50 



Boarding 


800 






Breakfast 

150 




ISO 



Tiffins 





300 



Dinners 

j 4 50 

1 






Suppers 





150 



Servants Board, etc 


200 






Tea Cofl'ee Milk 





0 38 



Minerals 

1 




3 25 



Wines & Sp fits 

1 







Beer Ale Stout 

150 







Cigars Cigarettes 

0 25 




1 12 



Laundry 


175 






Attendance 








Theatre Bookings 




1 

4 50 ! 



Conveyance 





125 



Extras 

i 







Total Rs 1 

1 4725 

6340 



39 94 



CREDITS 








Cash 


63 00 






Allowances 


040 






Bad Debts 








Persona! Accounts 





39 94 



Balance c/f 

4725 







Total Rs 

1 47 25 

6340 



39 94 




, till 

‘ 

— 



TABUI.\R nOOK-KEi;riNC 

WINDOW LEDGER 
February 19C7 


8 

1 

9 

10 



Daily 

Brought 

Orried 






Total 

Fonsard 

Fonsard 

Name 

i 

Name , 

1 

! 

Name 






1 

Rs. p.; 

t 

Rs. P.‘ 

Rs. P. 

DEBITS 


Rs. P. 

Rs. P. 

Rs. P. 

i 

■ * j 

. 


Brought Forward 


103.0S 1 .... 

103 OS 

' * t 

1 


Apartments 


11.50 

40.50 

5Z0O 

1 

1 



Boarding 


8.00 

30.00 

38 00 

( 

•• i 

. 


Breakfast 


3.00 

J2.00 

15.00 

1 

.. ! 

. 


Tiffins 


3.00 

15 00 

18 00 


• 


Dinners 


4.50 

20 50 

25.00 

, , 

. 


Suppers 


1.50 

5.00 

6.50 

> 

• • J 

, 


Sen ant's Board, etc. 


ZOO 

10.00 

IZCO 

• • t 

. 


Tea, CoITec, Milk 


.... 

1.50 

1.50 

1 

•' ( 

• . 

. « 

Minerals 


0.37 

1.75 

ZI2 

.. i 

• • 

. . 

Wines & Spirits 


325 

14.50 

17.75 

> 

.. I 



Beer, Ale, Stout 


IJO 

8.75 

10.25 

! 



Cigars, Cigarettes 


1.38 

9.12 

10.50 

1 

. . 


Laundry 


1.75 

5.25 

7.00 

! 

• • 1 

. , 


Attendance 


— 


— 


. . 


Theatre Bookings 


4.50 

7.00 

11.50 


. . 

> 

i - 

Con\ cyance 


1Z5 

ZOO 

3.25 

. 

. . 

( • • 

Extras 


.... 

.... 

t 

.... 

• • 




Total Rs. 

150.58 

i 18Z87 

333.45 



I 

CREDITS 







f 

l ^ ^ 

Cash 

.. 

63.00 

1 15.00 

17S.CO 

.. 

, , 


Allowances 


0j9 

Z87 

3.26 

, 

. . 


Bad Debts 

• • 

— 

— 

— 


. . 

j 

Personal Accounts 

-- 

3994 

— 

39.94 

. . 

. . 

. 

Balance c/f. 

•• 

47.25‘ 

65.C0 

112.25 

-• 


1 


Total Rs. 

150.58 

18ZS7 

333.45 


! 
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Contd from page 445] 

day’s transactions As can be seen from the form given on pp 448-49, there 
IS a column for each Visitor, and the number at the top of each column 
represents the number of the room occupied by the Visitor Lookmg at each 
column vertically would mdicate the day to-day position of each visitor The 
first item of Balance brought forward represents the amount due from the 
Visitor at the commencement of the day The further charges for the day 
applicable to each Visitor are entered m his column against the respective 
nonunal items, and the total of the vertical column represents the total 
amount due from the Visitor at the end of the day 

The credits in respect of each Visitor’s Accoimt are given just below 
the debits for the purpose of convenience On cash being received from 
Visitors, it will be entered in a separate Visitors’ Cash Book, from where the 
amounts will be entered in the Visitors’ Ledger in the columns relating to the 
Visitors concerned Any allowances granted will also be credited in the 
appropriate column against the respective item The balance due by the 
Visitor at the end of the day is carried forward and shown as the opemng 
Item on the next day 

If a Visitor has left without settling his account in full, his account from 
the Visitors’ Ledger will be removed and the balance due from him will he 
transferred to his personal account m the General Ledger, by making a 
Journal Entry debiting the Personal Account of the Visitor, and creditmg 
Sundry Visitors’ Accoimt When cash is received from that Visitor, his Per- 
sonal Account in the Ledger and not the Sundry Visitors’ Account should 
be credited 

The horizontal totals of each item of the debits on the Window Ledger 
are carried forward from day to day tiU the end of the month, and a Journal 
Entry will be made with the monthly total debiting Sundry Visitors’ Account, 
and creditmg the respective Nominal Accounts in the financial Ledger With 
the horizontal monthly totals of Allowances and Bad Debts, an entry will 
be made dehitmg the respective Nominal Accounts and crediting Sundry 
Visitors’ Account The daily totals of the Visitors’ Cash Book will he enter- 
ed m the General Cash Book on the receipts side, from tvhere they will be 
jjosted to the credit of Sundry Visitors’ Accoimt 

The debit balance on the Sundry Visitors’ Account at the beginnmg of 
each month would then necessarily represent the total amount due from the 
Visitors and must tally with the total of the balances due and brought for- 
ward on that day in the Visitors’ Ledger 

The Sundry Visitors’ Account m the financial Ledger is thus a control- 
Img account serving as a check on tiie Double-Entry working of the Visitors’ 
Ledger 
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427. Give specimen Rulings oj a Consumers* Ledger of a Gas Company. 
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CHAPTER Xn 


BRANCH ACCOUNTS 

Q. 430. What purpose do the Branch Accounts serve?' 
Classify the Branches from an accounting point of view. 

A. Where a business has several soiling depots and branches, it is essen- 
tial that complete records be kept of the transactions relating to each branch, 
so that the Plead Office can prepare accounts therefrom showing the working 
results of each individual Branch, as well as of the business as a whole. It 
is thus possible for the management to see which of the Branches arc working 
profitablj' and which require greater attention in order to secure better results. 

The system of accounting necessary to record the Branch transactions 
will vary according to the nature of the Branch and the work it is entrusted 
udth. From the standpoint of accounting, the Branches may be divided in 
the following four classes : — 

(1) Where the Branches are merely depots for the purpose of selling 
goods supplied by the Head Office at cost; 

(2) PWiere the Branches are supplied goods by the Plead Office at sell- 
ing price; 

(3) Where the Branches can be regarded as distinct trading concern.s, 
working independently of the Head Office; 

(4) Wliere the Branch is situated in a country foreign to the Head 
Office. 


Q. 431. Explain in detail the Book-keeping records suitable for 
the Head Office and Branch where the Branch sells only the Head 
Office goods. 

A. Tlie Branch in this case is merely a selling depot for the Head 
Office goods and as such it is essential that adequate supervision should bo 
kept by the Plead Office. The Branch Manager should be instructed to pay 
into a local bank to the credit of Head Office Account all cash received daily 
or remit the amount to the Head Office. The Head Office should pay by 
chpques all the fixed expenses of (he Branch such as rent, wages, salaries, etc. 
For petty disbursements, the Branch Manager should be supplied with Petty 
Casli on the imprest system. 

The Brandi should send to the Head Office weekly or monthly state- 
ments giving particulars as to Cash and Credit .sales during tlie previous 
period, the amount collected from the customers, the opening and closing 
balances on customers’ account.*;, the petty disbursements and the particular.'; 
of stock at the close of the period in question. 
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Record at Branch. — The books necessary at the Branch are Cash Book, 
Petty Cash Book, Day Book, Custom»s’ Ledger and Stock Book The 
entries in these books will be made m the ordinary way 

Record at Head OflBce — A separate account for each branch will be 
opened in the Head Office Ledger, to which all the transactions relatmg to the 
Branch will be posted Since the Head Ofiice supplies the goods to Branches 
at cost price, it is necessary for the Head Office to distinguish such supphes 
from its own sales This is brought about by having a separate column one 
for each Branch in the Sales Book to record all such supplies Where, how- 
ever, there are several branches, a separate book called “Goods supplied to 
Branches Book" may be kept with a column for each Branch 


GOODS SUPPLIED TO BRANCHES BOOK 
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Accounts and crediUng the particular Branch Account. The balance on 
Branch Account \%nll now represent profit or Jo.ss, and will be transferred to 
the General Profit and Loss Account. The Branch Petty Cash, Stock and 
Sundn,- Debtors will appear as assets in the Head Office Balance Sheet. At 
the beginning of the ne.xt period, a reverse entry will be made debiting the 
Branch Account and crediting the Branch Petty Cash, Sundry Debtons and 
Stock Accounts. 

Q. 432. The Central Distributing Company 0 / Bombay has a 
Branch at Poona which is supplied ivitk all goods from Bombay. 
The Branch keeps its own Sales Ledgers, receives cash from the 
customers and remits the whole of the cash received daily to the Head 
Office. The expenses of the Branch are paid by cheques from the 
Head Office, but an imprest of Rs. 100 is kept with the Branch 
Manager for meeting petty disbursements. ' From the following 
particulars for the year ended 31st December 196G, prepare the Poena 
Branch Account in the Head Office Books. 


Stock ot Goods at the Branch on 1st January IDCG . 2.000 

Sundry Debtors on 1st January 1966 ' -I.'OOO 

Potty Cash with Branch Manager on 1st January- 1966 100 

Goods supplied to Branch during the year ' -lO.OOn 

„ rotunicd from the Branch 1,000 

Remittances from the Branch' — 

. Rs 

Cash Sales 4.000 

Received fiom Sundrj- Debtors 40.000 

-*4,000 

Cheques sent to Branch for- — 

Rent . ... ,. 480 

Salaries . O 6 O 

Telephone charges . 300 

Sundrj- Dxpenses . .. . 12.6 

1 .865 

Stock on 31st December 1966 4 000 

Sundrj Debtors. 31st December 1966 C.OQO 

Petty Cash Balance on 31st December 1966 45 


A. POONA BRANCH ACCOUNT 

<In Bombay Books) 


Rs. Rs. 

I 

To Slock— 1-1-66 .. .. 2,000 Bj Rclums .. .. .. 1,000 

„ Sundrj Debtors — 1-1-66 .. 4,000 „ Bank Cash Sales .. .. 4 000 

„ Pettj C.ish — 1-1-66 .. .. 100 „ „ from Debtors .. .. 40,000 

„ Goods Supplied .. .. 40,000 „ Stock — 51-12-66 .. , 4.000 

„ Bank — Rs. „ Sundo Deblors— 31-12-66 .. 6.C00 

Rent .. .. 4S0 „ Peuj Osh— 31-12-66 .. 45 


Salaries . . . . 960 

Telephone . . 500 

Surivirs . . . . 125 

1,565 

„ Gc.ncral Profit Loss Account — 

(Profit iransfcrrcd) .. .. 7,0S0 

Rs. 55,045 


Rs. 55.045 
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Ob 1st January 1967, a Journal Entry will be made debiting Poona 
Branch Account with Rs 10,045 and creditmg Poona Branch'Stock Account 
Rs 4,000, Poona Branch Debtors Rs 6,000, and Poona Branch Petty Cash 
Rs 45 

Q 433. What purpose ts served hy charging out goodie to 
Branches at selling pnce’ Explain the system of accounting in such 
a circumstance 

A. The object of charging out goods to Branches at selling price is to 
keep the Branch Manager in the dark as to the actual cost of the goods, so 
that he cannot ascertain for himself the profit or loss made by his Branch 
The further advantage secured is that it hel|» the Head Office to keep a 
definite check on the Stock lying at the Branch 

Assummg that all other arrangements between the Head Office and 
the Branch are the same as before, the book-keeping records at the Branch 
will be on the same Imes as already indicated 

In the Head Office Books, the Branch Accoimi will be kept on similar 
Imes as explamed previously, but as the Branch is charged out goods at sell- 
ing price. It will not be possible to ascertam the correct profit or loss made by 
the Branch without makmg certain adjustmg entries at each balancing tune 
The opening stock, the goods supnhed to Branch, the returns kom the 
Branch and the closing stock which are posted on the Branch Account at 
sellmg pnce ought to be there at cost, before a correct profit or loss can be 
ascertained The following adjustments are, therefore, necessary — 

In order to nullify the excess debit given to the Branch Account and the 
corresponding excess credit given to “Goods suophed to Branches Account” 
m respect of goods supplied by Head Office at selling price, an adjustmg 
entry should be made debitmg “Goods supplied to Branches Account” and 
creditmg the Branch Account with the difference between the cost and selling 
price of those goods 

In order to ascertain the cost pnce of the goods supplied to each Branch, 
it IS sometimes desirable to rule the Goods supplied to Branches Book with 
separate columns for cost and selling prices as follows — 

GOODS SUPPLIED TO BRANCHES BOOK 
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The totals of Selling Price columns will be posted in the usual way, 
and the adjusting entry would be made at the time of balancing -with tlie 
difference between the totals of cost and selling price columns. 

The credits in regard to Returns from the Branch also appear at sale 
price instead of the cost, and an adjustment entr\' is therefore necessary to 
eliminate the excess credit included therein. With the difference between 
the sale and cost price of the returns, an entry should bo passed debiting the 
Branch Account and crediting Returns from Branches Account. 

The closing stock of the Branch which is credited to Branch Account 
at selling price, will be adjusted by debiting the Branch Account and credit- 
ing an account called “Difference in value of Stock Account” with the 
difference between the cost and selling price of the stock. 

It is advisable to make the abovementioned adjustments in a Private 
Ledger by means of a Private Journal, as otherwise, the Branch I^Ianager may 
get to know of the cost price, and the object of the whole system would be 
frustrated. ^ 

It is now possible to ascertain the ProSt or Loss on each Branch 
Account, which will be transferred to the General Profit and Loss Account as 
e.xplained prcwously. The credit balance on the “Difference in value of 
Stock Account” will be deducted from the balance on Branch Stock Account, 
and the net amount will appear, as an asset in the Head Office Balance Sheet, 
the figure being included in the total stock of the concern. 

At the commencement of the next period, the Branch Stock (at selling 
price) . Branch Debtors, and Branch Petty Cash Accounts would bo closed by 
transfer to the Branch Account. The credit balance on the Difference in 
value of Stock Account will be carried forward till the end of the period 
when it will be closed by transfer to the Brimch Account in order to offset the 
excess debit included in the figure of opening Stock shown on the debit of 
the Branch Account at selling price. A Journal Entry will be made debiting 
Difference in value of Stock Account and crediting Branch Account. 

Q. 434. A Head Office in Bombay has a Branch in Ahmedahad 
to which the goods arc invoiced by the Head Offee at cost price plus 
25 per cent. All cash received hy'thc Branch is daily remitted to the 
Head Office. All expenses are paid from Bombay. From the follow- 
ing particulars shoic how the Branch Account will appear in the 
Head Office Boohs. Make the necessary adjusting entries to arrive 
at the correct profit or loss made by the Branch. 
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Rs 

Slock on 1st July 1966 (at invoice) 

Rs 1 

12400 

Debtors on 1st July 1966 


12000 

Goods Invoiced from Bombay 


40000 

Remittances to Bombay — 

Cash Sales 

J6 000 j 


Cash received from Debtors 

29 500 1 




45400 

Goods Returned to Head Office 


2400 

Cheques received from Bombay — 

Wages and Salaries 

11000 


Rent Rates etc 

3 000 


Sundry Expenses 

310 





Stock on 31st December 1966 (at invoice price) 


15 000 

Debtors on SIst December 1965 

1 

22 500 


A HEAD OFFICE BOOKS 

(Journal Entnes) 



DifTerence in value of Stock Account 

To Ahmedabad Branch Account 
(Being the adjustment entry for the difference in cost and 
selling price of the opening stock appearing at selling 
price on the debit of the Branch Account) 

Dr 

L.F 

Rs 

2400 

Rs 

2500 


Goods supplied to Branch Account 

To Ahmedabad Branch Account 
(Beingtbeentryforadjusting the difference m cost and 
sellingpiiceofgoodssuppliedio Branchat selling price) 

Dr 


8000 

8000 


Ahmedabad Branch Account 

To Returns from Branches Account 
(For adjusting the excess cred t$ included in the Returns 
f^rom the Branch being credited at selling price ) 

Dr 


480 

480 


Ahmedabad Branch Account 

To Difference m value of Stock Account 
(Being the adjustment to nullify the excess credit given to 
the Branch Account in respect of the closing stock 
credited at selling price ) 

Dr : 


3 000 

3 000 


AHMEDABAD BRANCH ACCOUNT 



Rs 

12 500 

By Bank — 

Rs ; 

1 ^ 



Cash Sales 

16000 


_ Goods supplied 


From Debtors 

294C0 

^400 

Wages and Salaries 11 mxi 

Rent Rates etc 3 000 

Sundry Expenses 510 

14 510 

Returns 

^ Stock. 31 12-66 
.. Debtors 31 12-66 
, , Difference m value 

of Stock 

15 000 
22 500 


480 

Account 





f. Goods supplied to 

Branches 

8 000 

95400 

„ General Profit & Loss Account — 
(Profit transferred) 

Rs 

13 410 

95900 

Account 

Rs 
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Q. 435. Where a Branch trades independently oj the Head 
Office, lohat accounting records are kept at the Branch and at the 
Head Office? 

A. In tliis case, the Brandi besides being supplied with goods from 
the Head Office will also buy independently. The Branch 'hlnnager Ls not 
required to remit the daily cash receipts, as ho would require some working 
capital to pay for his purchases and also to defray local e.xpenses. Tlic remit- 
tances will be made by the Branch in round sums as and when convenient. 
Similarly, the Head Office will remit such sums to the Branch as the latter 
may require. TIius, the Branch is supplied with Capital and goods by the 
Head Office for the purpose of canyong on the business. 


Record at Branch. — Tlie Branch will keep a complete set of books cis is 
ordinarily maintained by any business, and will prepare a Trial Balance and 
its own Profit and Loss Account and a Balance Sheet therefrom. 

The goods received from Head Office would be recorded quite distinct 
from the outside purchases made by the Branch, and for this purpdse either 
a separate book should be kept or the Invoice Book should bo ruled wath an 
extra column for Head Office supplies as follows: — 

INVOICE BOOK 


Date 


Particulars 


Invoice Ledger 
No. Folio 


Total 


Head Office! Outside 
Supplies 'Purchases 


1 

I 

Tlie periodical total of the Head Office column would be debited to 
Supplies from Hoad Office Account and credited to the Head Office Account, 
The fonner account will be closed by transfer to the Trading Account at the 
time of balancing and the item would bo shown separately from the other 
purchases. 

Tile Returns of Goods from the Branch to the Head Office would also 
have to be recorded separately from the other Returns Outwards of the 
Branch and tlie same will be periodically debited to the Head Office Account, 
from a special column maintained in the Returns Outwards Book as under : 

RETURNS OUTWARDS BOOK 


Date 


Particulars 


Debit Ledger 
Note No. Folio 


Total Head Office 
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The Head Office Account in the Branch Books at any tune would repre- 
sent the Capital invested by the Head Office in the Branch and would gene- 
rally show a credit balance TJus Account would also be credited with cash 
remittances, if any, received from the Head Office and would be debited with 
the amounts remitted by the Brandi to the Head Office 

At the time of balancing, the Branch will prepare a Trading and Profit 
and Loss Account and the Profit or XjOss thus ascertamed will be transferred 
to the Head Office Account A Balance Sheet will also be prepared includ- 
ing the balance on Head Office Account which will be shown m just the 
same manner as the proprietors’ capital 

The Branch will submit a copy of its Trial Balance to the Head Office 
to enable the latter to ascertam the tradmg results of the Branch and to 
prepare a combmed Profit and Loss Account and Balance Sheet showing the 
position of the busmess as a whole 

Recprd m Head Office Books — In the Head Office Books, there will 
be a separate Branch Account for each Branch It would be debited with 
all goods suppbed by the Head Office to that Branch and also with moneys 
sent, if any, to the Bjanch from tune to tune Ibe remittances received from 
the Branch will be credited to the Branch Account The Returns of goods 
from the Branch will also be credited to the Branch Account Thus, the 
account of each Branch in the Head Office Books will serve to record the 
transactions m cash as well as goods that may have passed between the Head 
Office and that Branch Each Branch would also have similarly recorded m 
its own books the transactions that may have passed between itself and the 
Head Office It would thus follow that at any date, the balance on any 
particular Branch Account m the Head Office Books should tally witli the 
balance on the Head Office Account m the books of that Branch The Head 
Office Account in the Branch Books will generally show a credit balance, 
whereas the Branch Account m the Head Office Books will show a similar 
balance on the debit 

On receipt of the Tnal Balance irom the Branch at the tune of balanc- 
mg, the Head Office will mcorporate the figures thereof m its ovm books 
by means of the foUowmg entries m order to ascertam the separate trading 
results of each Branch as also the combined result of the busmess as a whole — 

(1) With the items which usually appear on the debit side of a Trading 
Account, Branch Trading Accoimt will be debited and the Branch Account 
will be credited 

(2) With the items which would appear on the credit side of a Tradmg 
Account, Branch Account will be debited and Branch Tradmg Account will 
be credited. 

(3) With the closmg Stock of the Branch, Branch Stock Accoimt will 
be debited and the Branch Trading Account credited 
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Note: — Tile above entries will help the Head Office to ascertain the 
gross profit of each Branch. 

(4) With the items of expenses and other losses which generally ap{x?ar 
on the debit side of a Profit and Loss Account, the Brandi Profit and Loss 
Account will bo debited and the Branch Account will bo credited. 

(5) With the items of gains which would appear on the credit side of a 
Profit and Loss Account, the Branch Account will be debited and the Bianch 
Profit and Loss Account will be credited. 

(6) The Branch Profit and Loss Account will now show the not profit 
or loss made by the Branch, which figure will be transferred to the General 
Profit and Loss Account. 

(7) With the items of assets appearing in the Branch Trial Balance, 
debit each respective Branch Asset Account and credit the Branch Account, 

(8) With the items of habilitics from the Branch Trial Balance, debit 
the Branch Account and credit each respective Branch Liability Account. 

The Head Office having assimilated in its own boolcs the whole of the 
information conveyed by tlie Branch Trial Balance, each Branch Account 
will now be closed as a result of the above entries. The Hoad Office Balance 
Sheet will be include the Branch Assets and Liabilities which may either be 
shouTi separately or merged with its own assets and liabilities. 

At the commencement of the next period, the entries (7) and (8) 
explained above will be reversed in the Head Office Books. 

Q. 436. How xooiild you record the joUoiving in the Branch 
and Head Office Books: 

(a) Goods supplied by Branch to Head Office; 

(b) Transfers of goods or money from one Branch to another Branch; 

(c) Depreciation of Branch Fixed Assets the accounts of which are kept 
in the Head Office Books? 

A. (a) Sometimes, instead of making its purchases direct, the Hoad 
Ofilce might instruct a Branch to buy goods locally available and supply them 
to the Head Office. Naturally, the Branch cannot make profit on such sup- 
nlies to the same c.xtent as on Sales to its own customers, but it will be allmv- 
cd by the Head Office to charge a certain percentage over cost to cover tiie 
expenses incurred by the Branch in buying. The Branch should, therefore, 
record such supplies to Head Office separately from its ordinary stdes, so that 
its percentage of gross profit on turnover may not be wrongly affected. Tliis 
may bo done by keeping a separate book called “Goods supplied to Head 
Office Book", or by ha^dng a separate column headed “Head Ofilce” in 
tlie Day Book and entering therein all supplies to Hoad Office. The monthly 
total of the Head Office column will be posted to the debit of Head Office 
Account, and to the credit of Supplies to Head Office Account. 
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In the Head Office Books also, the goods received from Blanches will 
be recorded separately from Ordinary Purchases of the Head Office 

It may happen that part of the supplies made either by the Branch to 
the Head Office, or vice versa may be returned, m which case, the records 
of such returns will also be kept separate from the ordinary Purchase and 
Sale Returns 


Thus, in the Branch Tradmg Account, the supphes to and from the 
Head Office vill appear as follows" — 
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Ixi the Branch Books, debit the Depreciation Account and credit the 
Head Office Account. In the Head Office Book.s, debit the Branch Account 
concerned, and credit the respective Fbced Assets of the Branch. 

Q. 437. How would you deal with transfers of Goods or Cash 
between the Head Office and Branches, which are in transit at the 
time of balancing? 

A. Goods in TransiL — At the time of balancing, it may happen that 
goods have been supplied by the Head Office to a Branch just a day or two 
before the close of the financial period, but such goods are received by the 
Branch after the date of balancing. As such, the Branch will not credit the 
Head Office before the date of balancing, although the Head Office has debited 
the Branch. In such circumstance an adjusting entrjf should be made in the 
Head Office Books, debiting Goods in Transit Account, and crediting the 
Branch Account. Tire balance on the Branch Account in the Head Office 
Books will now tally rvitli the balance of the Head Office Account in the 
Branch Books. The Goods in Transit Account will appear as an asset in 
the Head Office Balance Sheet, and will be transferred to the Branch Account 
at the commencement of the next period, by means of a reverse entry. 

Remittances in Transit. — Just like Goods in Transit, it may happen that 
the Branch has remitted some amount to the Head Office on the last day 
before balancing. The Head Office may receive the remittance after the 
date of the financial close. As a result, the Head Office will not credit the 
Branch till after the closing period, yet the Branch has debited the Head 
Office before that date. In order to tally the balances on the two accounts, 
the Branch will make an adjusting entry in its books debiting Remittance in 
Transit Account and crediting the Head Office Account. The fonner Account 
will appear as an asset in the Branch Balance Sheet, and in the next period, 
it will be transferred to the Head Office Account, by means of a reverse entry. 


Q. 438. The following Balances are extracted from the books 
of the Bombay Head Office and Calcutta Branch: — 


Bombay 

Stock. 1st January 196G 
Calcutta Branch, Dr. 

Capital 
Drawinsis ... 

Purchases (Less Returns) ... 
Sales (Less Returns) 

Goods supplied to Branch ... 
Returns from Branch 
Sundry Debtors 
Sundry Creditors ... 

Waijcs 

Carriape ... 

Office Salaries 
Rent and Rates 
Office Expenses 
Plant at Bombay ... 

Plant at Calcutta ... 

Cash in Office 
Bank Balance 

Stock on 31st December 1966 


Rs. 

Calcutta 

Rs. 

51.000 

Stock, 1st January 1966 

39.000 

54,000 

Bombay Office, Cr, ... 

42,000 

1,60,500 

Sundry Debtors 

15.000 

27,000 

Purchases (Less Returns) 

34,500 

96,000 

Goods received from Bombay 

42.500 

1,08,000 

Returns to Bombay Office ... 

2,000 

50,000 

Sales {Less Return's) 

96.000 

2,000 

Sundry Creditors ... 

G.OOD 

22,500 

Wages 

8.000 

21,000 

Office Salaries 

2.500 

12,000 

Carriage and Freight 

1.200 

2,700 

Rent, Rates, etc. 

IJlOO 

3,000 

Office Expenses 

300 

1,800 

Cash in Office 

350 

IJIOO 

36,000 

Bank Balance 

1,4.50 



24,000 

250 



3,050 



50.400 

Stock on 3lEt December 1955 

42,509 


Q.A.-30 
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The Bombay Office sent goods worth Rs 7,500 to Calcutta Branch on 
30th December 1966, but the Calcutta Branch received the same on 9th 
January 1967 The Calcutta Brancffi remitted to Bombay Office Ks 4 500 
on 30th December 1966, but the money was received by Bombay Office on 
4th January 1967 The Plant at Bombay and Calcutta is to be depreciated 
by 5%, the depreciation of the Calcutta Plant to be charged against Calcutta 
Profit 

Make the necessary Journal Entries m the books of Bombay and Calcutta 
for reconciling their current accounts Prepare the Bombay Office Account, 
Trading and Profit and Loss Account and Balance Sheet m the Calcutta 
Branch Books Also give the Journal Entries to mcorporate the Branch Trial 
Balance in the Head Office Books, and prepare the Branch Account Trading 
and Profit and Loss Account and Balance Sheet in the Bombay Books 


A. JOURNAL ENTRIES IN CALCUTTA BRANCH BOOKS 


1 



LF 

Rs 

Rs 

j 

Remittance m Transit Account 

To Bombay Office Account 

(Being the amount remitted to Bombay Office on JOtb 
December 19S6 but credited by the latter on 4th 
January 1967} 

Dr 


4 SCO 

4 500 

1 

Depreciation Account 

To Bombay Office Account 

(Being depreciation at 5 per cent on Plant Account 
kept in Bombay Office Books ) 

Dr; 


1 200' 

1200 


1 Profit and Loss Account 

To Bombay Office Account 

(Being Net Profit made during the year transferred to 
Bombay Office Account ) 

Dr 


' 10 200 

10 200 


JOURNAL ENTRIES IN BOMBAY OFFICE BOOKS 


Goods m Transit Account Or 

To Calcutta Branch Account 
(Being the value of goods sent to Calcutta on 30th 
December 1956 but credited by the latter on 9th 
January 1967) 

LF 

Rs 

7500 

Rs 

7,500 

Calcutta Branch Account Or 

To Calcutta Plant Account i 

(Being depreciation at 5 per cent provided on 
Calcutta Plant ) 


1,200 

1 200 

Branch Trading Account Dr 

To Calcutta Branch Account 
(Being the incorporation of the following items 
from the Branch Trial Balance — Rs 

Opening Stock 35 000 

Purchases 34 5W 

Good received from Bombay 40 500 

Carnage and Fre gbt 1*?00 

Wages 8000 


123,200 

1,23 200 

Rs 1^3,200) 
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JOUR^'AL ENTRIES— contd. 


1 

, ^L-F.' R5. 


R5. 


Calcutta Branch Account .. .. .. Dr. 

To Calcutta Branch Trading Account 
(Being the incorporation of the following items from 
the Branch Trial Balance ; — 

Rs- 

Sales .. .. 96,000 

Closing Stock .. .. 42,600 


us.eco ■' 

,1,35.600 


Rs. 1,35,600.) 


"Branch Trading Account 

To Bra'nch Profit and Loss Account 
(Being the transfer of Branch Gross Profit.) 

Dr. 

15,400 

‘ 15,400 

Calcutta Branch Profit and Loss Account . . 

Dr. 

1 5,200 ■ 

To Calcutta Branch Account 
(Being the incorporation of the following items from 
the Branch Trial Balance : — 

R,s. 

Office Salaries .. .. 2.500 

Rem, Rates, etc. .. .. 1,200 

Otfice Expenses . . . , 300 

i 

; 5,200 

( 

Depreciation . , . , 1,200 

5 


Rs. 5,200.) i 

) 

{ 

1 Calcutta Branch Profit and Loss Account 

Dr. i 

' 10,200 ' 

, To Capital Account 

! 

1 10,200 

I ; 

1 (Being the transfer of B.^nch Net Profit to Capital 

1 Account.) 

i 

■ Branch Stock Account 

Dr. 1 

i 42.600 

1 „ Cash 

f* 

' 350 

‘ „ Bank 


, 1.450 

„ Debtors ,. 


15.000 , 

,. Remittance in Transit Account 


4400 

"To Calcutta Branch Account 

V 

6?,9C0 

1 

(Being the incorporation of Branch Assets from the 
Branch Trial Balance.) 


' Calcutta Branch Account 

Dr. ’ 

1 6,0C0 

j To Branch Creditors’ Account 

' (Being the incorporation of Branch Liabilities from the 

1 Branch Trial Balance.) 

! 

i 

) 

, 6,000 

i 


[For Calcutta Brar.ch Books, see next pcgc.] 


BOMB.AY OFFICE ACCOUNT 



Rs. 



To Balance c 'd. 

.. 57400 

By Balance b,Td. 

„ Remittance in Transit 
„ Depreciation Account 
„ Profit and Loss Account 

.. 42,000 
. . 4400 

.. 1400 
. . 10J2C9 


Rs. 574C0 


Rs. 57400 



By Balance b d. 

.. 57,9J0 
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CALCUTTA BRANCH BOOKS 
TRADING AND PROnX & LOSS ACCOUNT 
For the year ended 31rt December 1966 



Rs 


! 

Rs 

To Stock, 1 1 1966 
„ Purchases 

„ Goods received from Bombay 
„ Carriage and Freight 
„ Wages 

„ Gross Profit c/d 

39000 
34,500 
40 500 
1,200 
8,000 
15,400 

By Sales 

» Stock, 31-12-1966 


96,000 

42,600 

Rs. 

1,38,600 


Rs 

1,38,600 

To Office Salaries 
„ Rent, Rates, etc. 

„ Office Expenses 
> Plant Depreciation 
„ Net Profit transferred to Bombay 
Office Account 

2,500 

1 1,200 
300 

' 1,200 

10,200 

By Gross Profit b/d 


15,400 

Rs. 

15.400 


R. , 

l5/t00 


BALANCE SHEET 
As a{ 31$t December 1966 




1 


Rs 

Bombay Office Account 
Sundry Creditors 


1 57.900 

1 6.000 

! 

Cash ID Office 

Bank Balance 

Remittances in Transit 

Sundry Oebton 

Stock ID trade 

350 

1,450 

4400 

15000 

42,600 


R, j 

1 63,900 

Rs 

63 ^ 


BOfilBAY OFFICE BOOKS 
CALCUTTA BRANCH ACCOUNT 


! 

Rs 


Rs 

To Balance •! 

„ Calcutta Plant Account | 

(Depreciation) 

„ Branch Trading Account .1 

„ Branch Creditors ..j 

54,000 

i;iao 

148,600 

6000 

By Goods to Transit 
„ Branch Trading Account 
„ Branch Profit & Loss Account 
. Branch Assets « 

7400 

123200 

5200 

634*00 

Rs. 


Rs. 

1,99.800 




- ' 
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trading and profit & LOSS ACCOUNT 


For the year ended Slst December 19GG 



Bombay 

Calcutta 

— — " 

Bombay 

Calcutta 


Rs. 

Rs. 


Rs. 

Rs. 

To Stock 1-1-66 

. 54,000 

39,000 

By Sales 

. 1.0.8,0'DO 

96 000 

Purchases 

. 96,000 

34,500 

„ Goods supplied to 



„ Goods received from 



Calcutta 

. 4S,0C0 

42,600 

Bombay 


40AC0 

,. Stock, 31-12-66 

. 50.4C0 


„ Carriage and Freight 

, 2,700 

1,200 




„ Wages 

, 12,000 

8,000 




„ Gross Profit carried 






down 

, 41,700 

15,400 




Rs. 

2,06,400 

1,38,600 

Rs. 

Z06,400 

1,38,600 

To Office Salaries 

3,000 

2.5U0 

By Gross Profit b/d. 

41,700 

15,400 

„ Rent and Rates 

l.SOO 

1,200 




„ Office Espcnscs 

1.200 

300 




„ Depreciation on Plant 

l.SOO 

1.200 




„ Net Profit transferred to 






Capital 

, 33,900 

10.200 




Rs. 

41.700 

15,400 

i Rs. 

1 

41.700 

15.400 


BALANCE SHEET 
As at 31st December 1966 




Rs. 


Rs. 

Sundry Creditors 

Rs. 


Cash in Office : — 

Rs. 

Bombay 

.. 21.000 


Bombas 

250 

Calcutta 

. . 6,000 


Calcutta 

350 



27,000 



Capital 


Cash at Bank ; — 


Balance 

..1,60,500 


Bombay 

. . 3,050 

AdrfBombay Profit 

.. 33,900 


Calcutta 

.. 1,450 

_ Calcutta Profit 

.. 10,200 



4,500 



“ 

Remittances in Transit 

4,500 


2.04,600 


Sundry Debtors : — 


Less Dravings 

27,000 


Bombay 

.. 15,000 



1,77,600 

CcilcuUa 

.. ■’■’400 




37,500 




Stock-in-Tradc 





Bombay 

.. 50.400 




Calcutta 

.. 42,600 





93,000 




Goods in Transit 

7,500 




Plant at Bombay 

.. 36.000 




Less Depreciation 

.. 1,800 





34,200 




Plant at Calcutta 

.. 24.000 




Less Depreciation 

.. 1,200 





22, *^00 


Rs. 

2.04.600 


Rs. 2,C4,f00 






_ 


Q. 439. When a Branch trading independenthf is situated in a 
foreign countrt/, how should the figures in the Branch Trial Balance 
he incorporated in the Head Office Books? 
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A., When the Branch is situated m a foreign country, naturally the 
Branch Books will be written up in the foreign currency, and the IVial Balance 
prepared from those books will also be m the foreign currency In order to 
mcorporate the Branch Tnal Balance in the Head Office Books, it would be 
necessary to convert the Branch Trial Balance in the Head Office Currency 

Where the exchange between the Head Office and the Branch is stable, 
or there are only slight fluctuations, a fixed rate of exchange is usually adopt- 
ed to convert all the figures in the Branch Tnal Balance into the Head Office 
Currency 

Where, however, the rate of exchange between the two countnes is 
subject to violent fluctuations, the Branch Tnal Balance should be converted 
as follows — 

1 The Head Office Account should be converted at the same figure at 
which the Branch Account appears in the Head Office Books, subject of course 
to adjustments as regards goods and remittances in transit 

2 Fixed Assets should be converted at the same rate of exchange as 
was ruling on the day when they were acquired 

3 Floatmg Assets and Liabilities should be converted at the rate ruling 
on the date of balancing the books 

4 The revenue items should be converted at the average rate durmg 
the period covered by the accounts 

As the various items m the Branch Tnal Balance are converted at differ* 
ent rates of exchange, it is but natural that the converted Tnal Balance will 
not agree The difference in the converted Tnal Balance will be placed to an 
account called “Difference in Exchange Account”, which will be transferred 
to Profit and Loss Account 

The converted Tnal Balance would now be mcorporated in the Head 
Office Books, and a combmed Trading and Profit and Loss Account and 
Balance Sheet would be prepared therefrom 


Q 440. The London Head Office has a Branch tn India, and 
the following Tnal Balance of the Branch is forwarded to the Head 
Office Convert the Trial Balance tn sterling and prepare therefrom 
a Profit and Loss Account and the Branch Account in the Head Office 
books as at 31st December 1965 — 


1 
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Head Office Account. 1-1-1965 
Remittances to London 
Land & Buildings 
Purchases 
Saks 

Office Salaries 
Wages 

Plant & Machinery 
Office Expenses 
Loose Tools 
Cash and Bank Balances 
Sundry Debtors 
Bills Rccei%ablc 
Sundry Creditors 
Bills Pajable 
Stock, 1st January 1965 


Rs. 

uo,9;o 

99.W0 

d.dO'CO 

T.OOO 

1,10.000 

S0.6U0 

s.ooo 

9,600 

6,720 

21,120 

13,440 


15,240 


Rs. 

2,05.0C'0 


6.20, OCO 


12,450 

15.240 


Rs. S.55.720 5,55,720 


Stock, 31st December 1965, Rs. 19,200. 

Rates of Exchange, 1st Januarx’ 1965. l'5?cl., 31st December 1965 1-6 ‘d. 
Average rate for the year l-6ci. 

The balance of Branch Account in the Head Oflicc Books on 1st January 
1955 stood at <£15,217, and the remittances from Branch appeared at £3,093. 

A. 

BR.AXCH TRIAL B.ALAKCE (.Converted) 



\ 


Rate of 





Rs. 

Rs. 


£ 

£ 

Head Office Account— 1-1-65 

— 

2.05 CCO 

change 


15.217 

Remittances to London 

40,020 

. 

.... 

o.CUJ 


Land and Buildings 

Purchases 

Sales 

00,540 
. . 4.40,200 

6,20,050 

1 57 

I 6 

1 6 

7,3.54 

33.015 

464C0 

Office Salaries 

Wages 

Plant A Machinery 

Office E-xpenses 

Loose Tools 

Cash & Bank Balanc-es 

7.0GO 
. . l.IO.CW 
SO 640 
S.Cc'O 
9.60.7 
6.720 


1 6 

1 6 

1 57 

1 6 

1 57 

1 6x 

525 
5,250 
< <3(t4 

V'Co 

710 

311 


Sundry Debtors 

Bills Rcceb'ablc 

21,120 

13,440 


1 6i 

1 C'l 

1.C22 

949 

1,3^7 

S'undi-v Creditors 


!2,4f0 

1 i'l 


Bills Paj-able 


15d:40 

1 

1 57 

1.549 

24 

Stock. 1st Januarx 1960 
DifTcrrnc-e in Exchange 

15.240 




Rs. 5 53.720 

5.55.720 

£ 

M 053 

M.C53 






CHAPTER XIII 


DOUBLE ACCOUnST SYSTE3I 


Q. 441. V/hat do you understand hy Double Account System? 
Does it differ from Double Entry Book-kccpuig? 

A. The Double Account System is e. method of preparing the final 
accounts of certain undertakings of a public nature, such as Railways, Electric 
Light and Power Companies. Gas Companies, etc. which are incorporated 
imder special Acts of Parliament. Under this system, it is possible to show 
what sum has been expended for the purpose of acquirhig or constructing 
works and assets of a permanent nature, and what capital is raised for the 
purpose of such construction or acquisition. 

For this purpose, the Balance Sheet is divided into two parts, the first 
part being called the Capital Account and the second part the General Balance 
Sheet. On the credit side of the Capital Account are shown Receipts of a 
capital nature, e.g. amoimts received on issue of Stock, Shares or Debentures 
or by means of Loans of a permanent nature. The Premium received on 
issue of Shares or Debentures is treated as a Capital Receipt, and is shown on 
the credit side of the Capital Account. On the debit side will appear amounts 
expended in acquiring or constructing Fixed Assets of the undertaking. 
Legal charges incurred in acquiring the Fixed Assets and also any Parlia- 
mentarj- Expenses incurred in promoting Special .Acts of Parhamoi** are 
treated as expenses of a capital nature and are shoNm on the debit side of the 
Capital Account. The balance on the Capital Account is carried to the 
General Balance Sheet. In case of Electric Lighting Companies, it is the 
practice to- take the totals of both the sides of the Capital Account to the 
General Balance Sheet. The General Balance Sheet contains all the Floating 
Assets and Liabilities together with any Reserves and balance on Revenue 
Account. 


The Capital Account is constructed in a columnar lonn with three 
columns on either side. On the credit side, in the innermost column would 
be shown the capital receipts to the date of the prewous Balance Sheet, in 
the middle colunm, the capital receipts during the ocriod, and in the outer 
coliunn, the total capital receipts to date. On the debit side, the Capital 
Expenditure is shown in a similar manner. 


The Double Account System, is not at all a system of book-keeping 
different from Double Entrj- Book-keeping. The transactio.ns of all under- 
takings prenaring their accounts under the Double Account Sj stem are record- 
ed on the same principles of Double Entr\' as arc foUou ed bj concerns pre- 
paring their accounts under the Single x\ccount System. Tiro onlj dmerence 
between the Double Account System and the Single Account Ststem lies in 
the presentation of the Final Accounts, inasmuch as under the lormc. 
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the Balance _Sbeet is divided into two sections, whereas under the latter 
system the Balance Sheet takes the form of a single statement 

Q. 442- What are Fixed anduFloating Assets and Fixed and 
Floating Liabilities'^ 

A. Fixed Assets are those which are of a peimanent nature and are 
acquired for the purpose of equipment and not for resale Floating Assets 
are those which are acquired for the purpose of resale or for bemg consumed 
in the course of the business, in' are held temporarily for their subsequent 
conversion m cash Thus m the case of a Railway, the Fixed Assets would 
be Permanent Way, Land and Buildmgs, Rolling Stock, Stations, Docks, 
Harbours, etc while the Hoatmg Assets would be Cash, Investments, Con- 
sumable Stores, Coal, Accounts Receivable, etc 

The term Fixed Liabilities is given to Share Capital, Debentures, Fixed 
Loans, etc which are more or less of a permanent nature, whereas Floating 
Uabihties are those which are of a temporary nature and are payable in the 
course of the business, e g. Bank Overdraft, Temporary Loans, Sundry Cre- 
ditors on open accounts, Bills Payable, etc 

Q. 443. How would you deal with the following under the 
Double Account Systenv^ 

(a) Depreciation of Fixed Assets, 

(b) Repairs and Renewals, and 

(c) Extension or Additions to Fixed Assets 

A. (a) Depreciation^— Under the Double Account System, the Fixed 
Assets are always shown m the Capital Account at them original cost without 
deducting any depreciation therefrom. They are not written down m the 
books year after year as m the case of Sm^e Account System. Generally, 
however, depreciation on these assets is provided for by chargmg the appro- 
priate amoxmt to Revenue Account every year, and creditmg Depreciation 
Fund Account The Depreciation Fund is mvested m outside securities which 
are earmarked as Depreciation Fund Investments The Depreciation Fund 
and the correspondmg mvestments are shown m the General Balance Sheet 

(b) Repairs and Renewals.^ — ^Under the Double Account System, all 
repairs renewals are charged to the Revenue Account of the same period 
m which they are incurred Obviously, this method is not equitable between 
the different periods, inasmuch as the charge m respect of repairs and renewals 
over the different years will be unequal, whereas the benefits derived by all 
the years from the use of the respective assets will be more or less equaL As 
such, the profits of the first fen’ yeais of the undertaking wJl be unnecessarily 
large, smce the charge for repairs and renewals during those years will be 
negligible, and the profits of the latter years in which th'e repairs and renewals 
are generally heavy will be understated In order, therefore, to equalise the 
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Rs 

Carriage and Wagon Repairs 25 800 

Interest on Loan 42 170 

Balance of Net Revenue Account 1 1 66 5 76O 

Compensation Fund 5 970 

Debts due to other companies 5 690 

Preleience Dividend . 28 020 

Sundry Accounts Payable 1 19 940 

Compensation F^nd Investments 5 020 

General Stores — Stock on Hand 1 06 530 

Cash at Bankers 1 10 380 

Bank interest received 800 

Fire Insurance Fund 17 I6O 

Traffic Accounts due to the Company 72 690 

Legal Charges 4 390 


A. THE BALLARPUR STATE RAILWAY 

RECEIPTS AND EXPENDITURE ON CAPITAL ACCOUNT 


Capital 

Expenditure 


lirs 

Ilf 

5 “ 

Total 

Capital Receipts 

Amount 
received to 
31-12 65 

Amount 
received dur 
mg the year 
1966 

Total 


1 

Rs 

Rs 

Rs 


Rs 

Rs 

Rs. 

Permanent Way 
RolJuig Stock 
Buildings and 
Stations 

1 

1 

7U2 290 
a41^ClO| 

114^7 340 

Loi 130 

43^14 

41209 

31.380 

7167 504 
12,82.709 

14 88721 

Ordinary Share 
Capnal 

4% Preference 
Share Capital 
Loan from Sute 
Premium on 
Shares 

51 95 600 

27 03 825 
15 37 000 

4 68 188 


^1.95600 

27 03 825 
15 37 000 

4 68188 

Total Expeaditiire 


U7803 

9938.933 

Total Receipts Rs 

99W613 


9904 613 


1 



By Balance 

(carried to 
General 
Balance Sheet) 

34^20 

Total 


Rs 

99 38.933 

Total 


R. j. 

99^8 933 


GENERAL BALANCE SHEET 


As at 31st December 1986 


Ltabilities 

Rs 

Assets 

Rs 

Balance at credit of Capital Account 
Debts due to other Companies 
.Sundry Accounts payable 
Compensation Fund 

Fire Insurance Fund 

Net Revenue Account 

34 320 
5690 
1 19940 
5970 
17 160 
1 11.540 

C^sb at Bankers 

Compensation Fund Investments 
General Stores— Stock on hand 

TrafRc Accounts due to the Company 

1,10 380 
5 020 
106,530 
72 690 

Rs 

2^620 

Rs. 

. 2.94 620 





DOL’BIX ACCOL’NT SYSTEM 


477 


THE BALLARPUR STATE RAILWAY 
REVENUE ACCOUNT 


For the year ended 31st December IPGS 



Rs. 


Rs. 

intenance of Permanent Way . . 

<eep of Locomotives 

ffic Expenses 

;es and Ta.xcs 

rriage and Wagon Repairs 

;al Charges 

lance carried to Net Rc^'enue 
Account . . 

70,330 

99,090 

92,350 

20,560 

25,800 

4,390 

1,99,120 

By Receipts from Passenger Traffic . 

Parcel „ 

Goods „ 

Mail Service „ 

1,84,180 
40,780 
. 2,79,990 
6,690 

Rs. 

5.11,640 

Rs. 

• 5,1 1,640 





NET REVENUE ACCOUNT 


Rs. 


1 Rs. 

Merest on State Loan. . 
ent Charges and Chief Rents 
.ent paid on Leased Lines 
reference Dividend . . 
falance applicable for Dhidends . . 

42,170 

5,330 

20,620 

26,020 

1,11,540 

By Balance from Iasi year 
„ Balance from Revenue Account . 
„ Bank Interest 

5,760 

1,99,120 

1 800 

i 

1 

1 

Rs. 

2,05,680 

Rs. 

1 2,05,680 


Q. 445. The folloxoing balances are extracted from the books 
the Gangpur Electric Light and Pmoer Co., Ltd., as at 
St December 1966. Prepare therefrom Final Accounts under the 
dian Electricity Act, 1910. 


Share Capital — 

8.000 Ordinary Shares of Rs. 100 each to 31-12-65 

2.000 .. issued during the year 

4.000 6 per cent Preference Shares of Rs. 100 each to 


Cost of Licence 
Leasehold Lands 
PreliminaiA- Expenses ... 

Buildings (Balance to 31-12-65 Rs. 1,00,000) 
Plant ( ,. 3,00,000) 

Rlains ( ,. 3.50,000) 

Transformers, Motors, etc. 

Meters (Balance to 31-12-65 Rs. 18.000) ... 


31-12-! 


65 


Stores 

Dead and Live Stock (Balance to 31-12-65 Rs. 

Public Lamps ( .• •• 

Loose Tools ( 

Fuel consumed 


10 , 000 ) 

50.000) 

6 , 000 ) 


Oil. Waste and Engine Room Stores ... ... — 

Salaries of Engineers. Superintendents and Officers (Generation) 

(Distribution) 


Rs. 

8.00,000 

2 , 00,000 

4.00. 000 

30.000 

1 . 00 . 000 

20.000 
1 . 10.000 

4210.000 

4.60.000 

50.000 

24.000 
1,000 

15.000 

60.000 
8.000 

30.000 

4,000 

72100 

4,800 
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Rs 

Power House Salanes and Wages 


6000 

Management Expenses 


9 600 

Establishment Charges 


7 200 

Sale of energy for lighting purposes 


1 00 000 

power 


70 000 

Public Lighting 


70 000 

Rent of Meters 


5 000 

Miscellaneous Receipts 


3 000 

Rents Receivable 


1^00 

Transfer Fees 


100- 

Sale of Ashes 


500 

Reconnect on and Disconnection Fees 


400 

Interest on Bank Deposits 


6 000 

Repairs and Maintenance of Buildings 


500 

» Plant 


1500 

Distribution of Wages 


UOO 

Repairs and Maintenance of Mams 


200 

n Pubbc Lamps 


1 820 

„ to Transformers 


100 

to Switches Cut-outs etc 


50 

Street L ghtmg- Wages 


1200 

Rents Payable 


1680 

Rates and Taxes 


350 

Directors Fees 


UOO 

Auditors K 


1600 

Legal Expenses 


SO 

Bad Debts 


100 

Depreciation — 

Rs 


Land (Leasehold) 

2 000 


Buildings 

4 000 


Plant 

20000 


Itlains 

24 000 



— 

50 000 

Income-tax 


1000 

Dividend on Ordinary Shares for 1965 


48 000 

on Preference Shares for 6 months to 30-6 66 


12 000 

Re%enue Account Balance brought forward 


80 000 

Reserve Fund 


10 000 

Depreciation Fund 


70 000 

Investments at Cost 


1 31 000 

Interest accrued thereon 


6140 

Stock of Stores 31 12 63 


81 000 

Sundry Consumers Accounts 


37 000 

Amount transferred to Reserve I^d 


10 000 

Creditors for goods supplied 


24 000 

Unclaimed Dividends 


3 000 

Expenses prepaid 


5 000 

Fixed Deposits with Bankers 


80 000 

Cash on Current Account 


10 000 

„ m Office 


4 650 

Interest on Investments 


1140 
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THE GANGPUR ELECTRIC LIGHT & POWER CO. LTD. 
RE\^NUE ACCOUNT 
For the year ended 31st December 1966 


Generation Expenses ; — 

To Fuel . . 30,0C0 

„ Oil, Waste and Engine 

Room Stores . . 4,000 

„ Po\Vcr House Salaries and 

Wages . . 6,000 

„ Salaries of Engineers, 
Superintendents, 

OlRcers, etc. . . 7,200 

„ Repairs and Maintenance 

of Buildings .. 500 

„ Repairs and Maintenance 

— Plant . . 1,500 

Distribution Expenses : — 

To Wages . . 1 ,200 

„ Salaries of Engineers’, etc. 4,800 
„ Repairs & Maintenance 

— Mains . . 200 

„ Repairs & Maintenance 

— Transformers . . 100 

„ Repairs & Maintenance 

—Switches . . 50 

Street Lighting Expenses 
To Wages .• 1,200 

„ Repairs & Maintenance . . 1,820 

Management Expenses : — 

To Directors’ Fees - . 1,200 

„ Auditors’ Fees .. 

„ Management Expenses . . 9,600 

„ Establishment Charges . . • 7,200 

Depreciation ; — 

To Depreciation on Land . . 

„ Depreciation on Building 
„ Depreciation on Plant . . 20,0TO 
„ Depreciation on Mams . . 24,000 

Rent, Rates and Taxes : — 

To Rent •• l-^SO 

„ Rales and Taxes • • 250 

^liscellaneous : — 

To Legal E.xpenscs - • 50 

„ Bad Debts • 

„ Balance carried to Net Re\enuc 
Account 


r Sale of energy for Lighting 

Sale of energy for Power 

Public Lighting 

Rent of Meters, etc. 

Rents Reccisablc 

Reconnection and Disconnection 
Fees 

Sale of Ashes 
Mi'cellaneous Receipts 
Transfer Fees 


.j 1,00,000 


.! 70,0C0 


.. 1,19,850 
Rs. 2,50,200 


2,50,200 
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To Dividend on Preference Shares 

Rs 

for the half year to 20-&-i966 

1 12,000 

„ Transfer to Reserve Fund 

10,000 

„ Income-tax 

1.000 

„ Balance available for Dividends 

1.45,990 

Rs 

1,68.990 


NET REVENUE ACCOUNT 



THE GAWGPUR ELECTRIC LIGHT & POWER CO LTD 
RECEIPTS AND PAYMENTS ON CAPITAL ACCOUNT 
For the year ended 3Ict December 1966 


Rs I Rs Rs 

By Ordinary ] 

Shares of I 

Rs JOQ I 

each 8,00,000 2,00^)10.00000 

» 6% Pre I 

fereoce 
Shares of 
Rs 100 

each 4,00,000 4,00,000 



Total R5.^ 12,00,000 2,00,00014,00,000 


THE GANGPUR ELECTRIC LIGHT & POWER CO LTD 
GENERAL BALANCE SHEET 
As at 31$t December 1966 
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Note; — I^Tien the Final Accounts are prepared under the Double 
Account System, the Net Revenue Account mtII include all the items of 
financial nature, in addition to the item of appropriation. 

Q. 446. A Gas Company laid doicn a main at a cost of 
Rs. 12,00.000. Some years later, owing to increased demand, the 
company laid down mi aitwiliary main of one-third of the length of 
the old main for Rs. 4.50.000 and replaced the rest of the main at a 
cost of Rs. 10,50,000. the cost of laying mains having increased by 
20' c in the meantime. Rs. 1,00,000 is realised from the sale of old 
materials, and old materials valued at Rs. 80,000 are used in replac- 
ing the main and included in the cost of Rs. 10,50,000. 

Make Journal Entries to record the new expenditure, apportioning the 
same between Capital and Revenue having regard to the increased cost of 
materials and wages. 

A. 

JOURNAL ENTRIES 


I 1 

L-F.' Rs. Rs. 


Ne\\ Mains Account 
To Cash 

(Being the cost of Auxiliar> Main ) 


Dr. ! 440,000 

' 440,000 


Ne\% Mains Account .. .. .. Dr. 

Replacement Account . . . . • • n 

To Cash 

(Being the amount expended in replacing jrds of 
the old main apportioned between replacement 
S.OO.CCO plus 20% for increased cost of materials 
and labour and the balance of Its. 10,000 being 
capitalised.) 


10 000 
9,60,000 

, 9,70,000 


I 


Cash _ , . . . . - . - Dr. 

. Neu Mains Account . . . . . • .... 

To Replacement Account 

(Being realisation from sale of old materials Rs. 1,00,000 
and Rs. SO.OOO being the cost of old materials used in 
I replacing the main.) 


1,00,000 

S0,0CO 

l.SO.OCO 


Jsote. — As a result of the above entries Rs. 54,000 are capitalised as the 
cost of laying and extending the mams, and Rs. 7,S0,000 are charged to 
Revenue as the present cost of replacement less credits for old material 
realised and used in replacement. 


Q \ -31 



CHAPTER XIV 


BANKRUPTCY ACCOUNTS 

Q. 447. What ts the object of Bankruptcy Laio’ What are 
the effects and consequences of a Receiving Order‘d 

A. When a person is overwhelmed with Labilities and he finds him- 
self unable to meet them in the ordinary course, it becomes necessary for 
his estate to be administered under the Bankruptcy Laws of the country 
The object of the Bankruptcy Law is to realise the insolvent’s estate, and to 
distnbute the proceeds equitably amongst the creditors The insolvent is 
then freed from further liabihties which may have remained unsatisfied after 
the distribution. If, however, the insolvency is brought about by some fault 
of the insolvent, or if he is guilty of some offence under the Bankruptcy Law, 
he is punished by the Bankruptcy Court The petition in Bankruptcy may 
be presented either by the debtor himself or by one of his creditors 

On hearing the petition, the Court makes a Receiving Order, the effect 
of which IS that the debtor’s property is removed from his possession and is 
placed m the hands of an officer of the Court called the Official Receiver, who 
becomes the legal owner of the property All actions and legal proceedings 
against the debtor by any of his creditors are stayed immediately the Receiv- 
ing Order is made 

Soon after the making of the Receiving Order, the debtor must make 
out a Statement of Affairs and submit the same to the Oificial Receiver. Hie 
Statement of Affairs is prepared with a view to show the debtor’s financial 
position on the date of the Receiving Order, and also to ascertam what amount 
IS available for the purpose of distribution amongst the unsecured creditors 
On the right-hand side of the Statement of Affaus are shown the assets, 
available for unsecured creditors at their realisable values, and on thq ^t- 
hand side, the Labilities of the debtors The excess of liabihties over the 
assets represents the estimated deficiency, which is the loss to be suffered by 
the unsecured creditors i 

Q. 448. What are the contents of a Statement of Affairs^ 
Explain fully the various schedules prepared for the purpose under 
the English Banfcrupfcj/ Act 

A. The following documents make up the Official Statement of Affairs 
m Bankruptcy — 

(1) The Front Sheet showing the various assets and habxhties of the 
debtor in a summarised form 

(2) The Schedules giving full particulars of the assets and liabilities 
shown m the Front Sheet 

(3) The Deficiency Account which gives an explanation of the causes 
leading to the debtor’s msolvenigr 
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The various Schedules required to be prepared under the English Bank- 
ruptcy Ac * tiI*G explained hereunden — 

List A — ^Unsecured Creditors. — ^Ail the liabilities of the debtors due to 
persons who have a claim against the general assets of the debtor not speci- 
fically mortgaged or charged, -v^-ill appear in this list. Thus, creditors on 
open accounts, creditors for Bills Payable and Promisson,- Notes, liability in 
respect of Bank Overdraft and outstanding creditors for rent, wages, salaries, 
etc. exceeding the preferential limit w'iE be included in this list. 

List B — Creditors Fully Secured. — creditor whose debt is secured to 
the full extent by way of a legal or equitable mortgage, cheurge or lien upon 
any property of the debtor is termed a fully secured creditor. All such cre- 
ditors will be shown in this list, together with full particulars of the securities 
given, the date when given, tire estimated realisable values of the securities, 
and the estimated surplus from such securities. The surplus of securities in 
the hands of creditors fuUy secured is available for ordinary unsecured cre- 
ditors of the debtor, and should be shown on the assets side of the Statement 
of Affairs, prordded of course it is not charged in any other way. 


List C — Creditors Partly Secured. — A creditor who holds a security 
which is insufiicient to cover the whole debt due to him from the bankrupt 
is called a partly secured creditor. In the Statement of Affairs, the total 
debts due wotild be shown in the inner column, the estimated value of secur- 
ities would be deducted therefrom, and the balance representing the debts un- 
secured would be extended in the outer column. This amount will rank for 
pajment out of the general assets along with the other unsecured creditors 
as per list A. 

List D — Liabilities on Bills Discounted other than Debtors own Accept- 
ances for Value. — The Bills accepted by the debtor himself are shonm in the 
List A. The List 'D contains all BUIs Receivable which have been discounted 
or endorsed over by the debtor, and which have not matured on the date of 
the Receiving Order. The total amount of such bills will be shown in the 
Gross Liabihtics column, but the liability of the debtor will be limited to 
those bills only which are expected to be dishonoured on the due dates. The 
debtor's liability on all such bills will be estimated and will be shown m the 
cuter column, as the amount expected to rank for dhidend. 


Last E — Contingent or other Liabilities. — In tliis list will be included 
oil such liabilities of the debtor, which are not definite at the date of the 
Receiving Order, but which may become definite in the future on the happen- 
ing of a certain event, e.g.. liabilities whuch may be incurred 'oy the debtor 
under a contract of suretj*sliip or guarantee, or liabilities in respect of u.n- 
cemp’.eted contracts, or of uncalled amount on panly-paid shares. 


List F — Creditors for Kent. ctc~ Recoverable by Distress. — If the land- 
lord has levied distress 'oeforo the commencement of 'carikruptcy. he can 
recover any a.meunt cf rent duo. If. however, the distress is levied after the 
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commencement of bankruptcy, he cannot recover more than 6 months’ rent, 
as a preferential creditor 

last G — Preferential Creditors — ^Preferential Creditors are those who 
are entitled to be paid in full m priority to the unsecured creditors 

The following are Preferential Creditors under the English Bankruntcy 
Act — 

(a) All local rates and taxes due and payable within 12 months before 
the date of the Receiving Order 

(b) All salaries of any clerks m respect of services rendered durmg 
four months before the date of the Receiving Older, not exceedmg £50, in 
each case 

(c) All wages of any labourers in respect of services rendered during 
two months before the date of the Receiving Order, not exceedmg £25 in 
each case 

(d) All claims m respect of Workmen s Compensation made before the 
date of the Receiving Order 

(e) Employers contribution in respect of Unemployment and Health 
Insurance due for four months before the date of the Receiving Order 

The amounts due to creditors under Lists F ^nd G are shown m the 
Statement of Affairs on the Liabilities side m the inner column, and are 
deducted on the assets side from the total assets available for unsecured 
creditors 

Deferred Creditors — The following creditors are not entitled to recover 
anything from the Bankrupts Estate until all the unsecured creditors are 
paid in full — 

(1) Loans made to the Bankrupt, the interest on which vanes with the 
profits 

(2) Loans made by wife to her husband for use in the latter s busmess, 
or by the husband to his wife for a similar purpose 

(3} The f’ender of goodwih of a bosoiess m consideration of a share in 
the profits of that business 

Ijst H — Property. — ^This list will contain all the properties and assets of 
the debtor which have not been mortgaged or charged, excludmg the Book 
Debts and Bdls of Exchange 'Hie book value of each asset is shown m 
the inner column of the Statement of Affairs, and the estimated realisable 
value IS extended m the outer column- The difference between the two 
values represents loss on realisation which is shown m the Deficiency Account 

List I — Debts due to the Estate — This list contains all debts due to the 
bankrupt at the date of the Receiving Order Good doubtful and bad debts 
will have to be separately shown. TTie good debts are shown in the outer 
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column, and debts estimated to be doubtful and bad are shown. in the inner 
column, and only the amount expected to be realised from such debts is 
extended in the outer column. 

' List J — Bills of Exchange, Promissory- Notes, etc. — ^This list ' contains 
particulars of all Bills Receivable and Promissory Notes in the possession of 
the debtor and unmatured at the date of the Receirtng Order. Tlje book 
value is shown in the inner column, and the amount estimated to produce in 
the outer column. i 

Statement K — Deficiency Account. — ^This account is prepared with a 
view to explain how the deficiency as shown by the Statement of Affairs 
is brought about. The Official Receiver fixes the period for which the 
account is to be prepared. The excess of assets over liabilities at the com- 
mencement of the period would be shown on the left-hand side of this account. 
If, however, there was a deficiency on that date which would mean excess 
of liabilities over the assets, tliat amount will be shov.-n on the right-hand 
side of the account as the first item. Further items on the left-hand side 
would be in respect of subsequent trading profits and income from other 
sources. On the right-hand side rvould be shown trading losses (if any) 
during the period, bad debts written off, household expenses, losses on the 
stock-e.xchange or through gambling, losses arising from dishonoured or 
accommodation bills and the estmiated losses on the realisation of the assets. 
The balance on this account would be the deficiency, which figure must 
tally with the amount of deficiency as appearing on the Statement of Affairs. 

Q. 449. Hoio does a Statement oj Affairs prepared under the 
(Indian) Presidency-Towns Insolvency Act differ from that prepared 
iinder the English Bankruptcy Act? 

A. The Statement of Affairs under the (Indian) Presidency Towns 
Insolvency Act, 1909, is prepared on the same lines as the English Statement 
of Affairs. The only difference is that the Indian Statement of Affairs does 
not show separately the Liabilities on Bills Discounted or Accommodation 
Bills (List D) and Contingent Liabilities (List E). Tliese are, however, 
included in List A. 

The Preferential Debts under the (Indian) Presidency Towns 
Insolvency Act, 1909, are the following; — 

(1) All debts due to the Central or State Governments or any local 
authority. 

(2) All salaries and wages of any clerk, servant or labourer for services 
rendered to the insolvent during the four montlis before the presentation of 
the petition, not exceeding Rs. 300 for each such clerk and Rs. 100 for o.-ich 
such ser%-ant or labourer. 

(3) Rent due to the landlord, not e.xceeding one month's rent. 
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Q 450. What ts the rule as regards the administration of the 
estate of a bankrupt firm^ 

A. In the Bankruptcy of a partnership firm, there will be a joint estate 
or partnership property which shall be primarily liable for the debts of the 
firm, and a separate estate of each partner which shall be primarily liable for 
the private debts of the particular partner concerned Where there is a sur- 
plus of the separate estate, it shall be dealt with as part at the joint estate, 
and if there is a surplus m the jomt estate, it shall be dealt with as part of 
the respecti\e separate estates, in proportion to the rights and mtercsts of 
each partner in the jomt estate 

Q. 451. How does a Bankruptcy Statement of Affairs differ 
from an ordinary Balance Sheet’ 

A. Ihe points of difference between an ordinary Balance Sheet and 
a Bankruptcy Statement of Affairs are as follows — 

(1) The Balance Sheet of a trader is prepared at periodical intervals 
wnth a view to show the true financial position of the person as far as his 
business is concerned It will usually show the capital invested m the busi- 
ness, which is represented by excess of assets over habiliiies The Statement 
of Affairs in Bankruptcy is prepared not only to show the bankrupt’s position 
in his busmess, but also as regards his private estate As such, the Statement 
of Affairs will include the private properties and liabihties besides the busi- 
ness assets and Uabilities Moreover, the Statement of Affairs will show a 
deficiency represented by excess of Labilities over assets 

(2) The assets appearing m the Balance Sheet will usually be valued on 
the basis of a gomg concern, but m a Statement of Affairs all the assets are 
shown at their realisable or break up values 

(3) In the Statement of Affairs, the liabilities due to unsecured, fully - 
secured, partly secured and preferential creditors are shown distmclly from 
each other, whereas m the Balance Sheet no such distmction is made 

(4) The Statement of Affairs will show only such assets as are re<alisahle 
and available for the general creditors of the bankrupt, whereas a Balance 
Sheet also mcludes assets which are mtangible or fictitious, such as Goodwill, 
Preliminary Expenses, Prepaid Expenses, etc 

(5) Whereas the Form of Statement of Affairs is prescribed by the 
Bankruptcy Acts, there is no statutory form of Balance Sheet of sole traders 

’ and partnership firms 

Q. 452. J Punamchand filed hts petition on ZQth June 1967 
and his position on that date was as follows — 

Book Debts Good Rs 30,000, Doubtful Rs 9,000 estimated to produce 
Rs. 3,000, Bad Rs 1,500, Stock Rs 90,000 estimated to reahse Rs 64,500, 
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Shares in the Central Cement Co., Ltd., Us. 22,500 (estimated to produce 
Rs, 21,000); Shares in the Assam Tea Co., Ltd., Rs. 7,500 (estimated to 
produce Rs. 3,000); Cash at Bankers Rs. 750; Bills Receivable Rs. 1,500; 
Building Cost Rs. 22,500, A'alued at Rs. 18,000; Machinerj- Rs. 21,000 esti- 
mated to produce Rs. 16,500; Furniture Rs. 3,000 estimated to realise 
Rs. 2,250; Debentures in Miranda Copper Mines, Ltd., cost Rs. 9,400 esti- 
mated to realise Rs. 10,000; SundrA-- Creditors, on Open Accounts Rs. 90,000; 
Bills Payable Rs. 22,500; Creditors for Loan Rs. 60,000 who have a lien on 
the Cement and Tea Co.'s Shares; Mortgage on Buildings Rs. 15,000; Liabi- 
lity for Bills Receivable Discounted Rs. 10,500 (estimated to rank Rs. 5,250); 
Landlord for 2 months’ rent Rs. 300; Creditors for salary* (including Rs. 600 
due to one of his clerks for four months’ salary') Rs. 4,375. 

On 1st July 1962, he staited his business with a capital of Rs. 75.000. 
The profits for the first three years were Rs. 15,000, Rs. 6,750 and Rs. 4,500, 
Rut in the last ttvo years he incurred a loss of Rs. 3,000 and Rs. 11,250 res- 
pectively after allowing interest at 5' r per annum on the original capital each 
year. During the five years he had withdrawn Rs. 53,775 from the business. 
He has also lost Rs. 1,500 in betting, Rs. 16,500 in stock exchange transactions 
and Rs. 7,500 in cotton speculation. 

Prepare a Statement of Affairs and a Deficiency Account in the form as 
prescribed by the Presidency Towns Insolvency Act, 1909. 

A. 


[For Statement of Affairs of J. Punamchand, see next page.] 
STATEMENT (H) DEFICIENCY ACCOUNT 


Excess of Assets over Liabilities on 
1st July 1962 

Net Profit arising front carrying on 
the business from 1st July 1962 to 
date of Adjudication Order, after 
deducting usual Trade Expenses . . 

Income on Profit from other sources 
since 1st July 1962: 

Interest on Capital 
Profit on Copper Mines De- 
bentures 

Deficiency as per Statement of Affairs 


Rs. 


75,000 


26,250 


IS. 7 50 

600 

26,925 


Rs. 1,47,525 


Net Loss arising from carrying on 
the business from 1st July 1962 to 
date of Adjudication Order, after 
deducting from profits the usual 
trade expenses 
Bad Debts as per List "F" 

Expenses incurred since 1st July 1962 
other than usual Trade E.xpcnscs, 
'iz; household expenses 
Other Losses and Expenses : — 

Loss through Stock Exchange 

transactions 

„ through betting in Cotton 

„ on Specutation . . 

„ on Stock-in-Trade 

„ on Building 

„ on Machinery 

„ on Furniture 

„ on Shares 

„ on Bills Rcceisable Dis- 

counted 


Rs. 


14,250 

7,500 


53,775 


16.500 
1500' 
7.5C0 

25500 

4.500 
4500 

750 

6 , 000 . 

5,250 


Rs. , 1,47525 




STATEMENT OF AFFAIRS OP J PUNAMCHAND (Insolvent) 
As on 30tb June 1967 
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Notes: — (1) The Preferential Creditors as per List “D” arc made up 
as follows : — 


Landlord for Rent for 1 month only 
Creditors for Salary 
Less salarA' due to a clerk in 
the pi-eferential limit 


Rs. 


. . 4,375 
excess of 

. . 300 


Rs. 

150 


4,075 


Rs. 4,225 


(2) The Unsecured Creditors as per List “A” are as under. — 


Rs. 

Creditors on Open Account . . . . . . 90,000 

Bills Payable . . . . . . 22,500 

Landlord for Rent not payable as Preferential Creditor . . 150 

Salary to a Clerk do. do. do. . . 300 

Loss on Bills Discounted . . . , . . 5,250 


Rs. 1,18,200 


Q. 453. The following particulars are obtauied as on llth 
December 1966, the date of the Receiving Order in the Bankruptcy 
of Solomon Grandy. Prepare a Statement of Affairs and Deficiency 
Account. 

Cash in hand £42-10-0; Book Debts: Good £1,215, Doubtful £439 
(estimated to produce 10s, in the £1), Bad £82: Work-in-Progress £1,500 
(estimated to pi'oduce £1,450); Plant, Tools, etc. £940 (estimated to realise 
,£250): Office Furniture £12-10-0; Stock-in-Trade £950 (estimated to realise 
£720); Investments valued .£3,100 of which are deposited with Bankers ns 
secui’ity for loan £2,730; Life Policies of £1,000 of the estimated surrender 
A-alue £735 subject to advances made by the Insurance Company amounting 
to .£710; Unsecured Creditors for goods supplied £2,020; Creditors for loans 
£2,044; Issue Newton for 2 months' salarj- duo to him £30: Jacob David 
for 6 months’ salar\- due to Irim @ £15 per month; Rent recoverable by 
distress £22-10-0: Bankers for loans £5,067 (estimated value of securities 
.£3,730, via. Investments £2.730 and a mortgage on premises Amlucd at 
£1,000): Capital Account on 1st Januarv* 1966 ns shown by the boolcs 
.£94-10-0: Loss on Trading from 1st January- to 17th December .£187; Lo‘-'.s 
on sale of Investments made on loth Mav .£100: Drawings during 196G 
£375. 



STATEMENT OF AFPAmS OF SOLOMON GRANDY 
on I7th December 1966 — the date of the Rficeiumg Order 
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STATEMENT (K) DEFICIENCY ACCOUNT 





CHAPTER XV 


I^SURA^CE ACCOUNTS 

Q 454 Explain what you understand hy Life Assurance and 
give a brief explanation of the principal terms used in connection 
therewith 

A LJe Assurance is a contract under which an Assurance Comnany 
in consideration of certain payments either made yearly half yearlj or 
monthly undertakes to pay to the person for whose benefit the assurance is 
eSected, a certain sum of money on the death of the person whose life is 
assured or to the assured himself after the laD^^e of a specified nuinoer of 
jears The document containing such a contract is called a Policj The 
consideration paid to the comnany for undertakmg the risk is called Premium 
and the person on whose life the policy is effected os cailed the Assured- 

When the amount under a policy becomes pa> able only on the o^ath of 
the assured, the contract is termed a Whole Life Pohej, and where the pa> 
ment is stipulated to be made either on the death of the assured or after the 
lapse of a specified number of >ears on the assured reaching a cerla.n age 
\ biche\er happens first it is called an Endowment Po1ic> Either of these 
policies may be with or without profits according to the terms of issue 

The first years premium on a policy is termed First Premium or New 
Premium and the subsequent ones are knen m as Rene^val Premiums 

After the first three annual nremiums are paid, a life nolicy is deemed 
to acquire a Surrender Value The latter reoresents the cash %alue of the 
pohey which a company is prepared to pay to the as'Tired on his agreeing to 
cancel the pohc\ and forfeit all his rights in respect thereof The surrender 
\’alue forms a certain percentage of the nremiums paid and mcrcnses m 
amount from year to year 

E\ery company sets its own limit upto which it will take risk on any 
one policy and when it issues a pohey exceeding the abo\e limit it protects 
itself by assurmg the excess amoimt wnth another company at a fiberaf trade 
discount off the usual rates This process is termed Re assurmg and the 
premiums thus paid by one Life Cempany to another are called Re assurances 

On a nohey acquiring a surrender value a pohcyholder may obtain from 
the comnanj, a loan on the security of his policy Such Loans on Policies 
will alv. ays be w ithm their surrender values 

On a Life Assurance Company preparing its Annual Revenue Account 
the excess of its Revenue over the Expenditure for the penod is called Life 
Fund. The Life Fund exists exclusively for the benefit of the policyholder' 
and cannot therefore be utilised for the purpose of discharging the o her 
liabilities of the Company ^Vhere an Insurance Company carries on any 
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other business such as Fire, Marine, Accident, etc. besides that of the Life 
Assurance, the accounts of Life Assurance receipts and pajnnents must be 
kept quite distinct and the Life Fund must be invested in certain specific 
securities, and apart from the separate Revenue Account of tlm Life Depart- 
ment, the assets and liabilities of the Life Business must bo shown on a 
separate Balance Sheet. 

Q, 455. What Books of Accounts are usually mamiained by 
Life Assurance Companies? 

A. The columnar or tabular system of book-keeping is pai'ticularly 
suitable to insurance accounting, and as a result, most of the subsidiarj* records 
are of a tabular type, although the transactions are recorded on the ordinary- 
principles of Double Entry, The books of accounts to be used would neces- 
sarily- vary with the requirements of each particular business, but the follow- 
ing are in general use: — 

Cash Books. — These are divided into Receipts Cash Book and Pay- 
ments Cash Book, ‘and where the transactions are voluminous, they may be 
further sub-divided into Premium Cash Book, Agency Cash Book, Dividends 
and Interest Cash Book, Claims Cash Book and General Cash Book. The 
daily totals of each of these cash books are then entered in the General Cash 
Book. The Petty Cash Book is usually of an analytical ty-pc- 

Journals. — The Journals usually maintained arc: — 

Agency- Debit Journal, for recording amounts of premiums to be collect- 
ed by the Agencies. 

Agency- Credit Joumal, for recording the amounts to be credited to the 
Agents, such as Commission, Loans on Policies granted by them, premiums 
on lapsed policies, etc. 

Journal propexy for making adjusting entries, entries in regard to out- 
standing income or expenditvire, closing entries, etc. 

Ledgers. — These may similarly be sub-divided into — 

(a) Branch and Agency- Ledger; 

(b) Nominal or Revenue Ledger; 

(c) Investment Ledger; and 

(d) General Ledger. 

Besides the above Boolts of Account, a large number of Statistical 
Records outside the double-entry book-keeping is maintained, .cuch as 
Proposal Register, Policy Registers, Renewal Premium Register, Investment 
Register, Claims Register, etc. 
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Q 456. How IS the Profit or Loss of a Life Assurance Company 
arrived at^ 

A. Due to the peculiar nature of its business, the profit or loss made by 
a Life Assurance Company cannot be ascertained from the Revenue Account 
prepared annually just as m case of any ordinary commercial enterprise 
Before the ascertainment of any such profit, the first essential thing is to find 
out the present liabihty of the company on all its pobcies m force This is 
ascertained by means of an actuarial valuation, which is not made annually 
but once m fi\e years, and is then known as quinquennial valuation The 
annual accoimts published by every Life Assurance Company in shape of 
Revenue Account and Balance Sheet are provisional only and serve to mdi- 
cate the approximate position of the Company from year to year The true 
financial position can only be ascertamed with exactitude on the preparation 
of a Valuation Balance Sheet by the Company’s Actuary The object of a 
Valuation Balance Sheet is to ascertain the net liability of the company on all 
its pohcies in force at the end of each five years with thb help of the financial 
records as also the statistical data appertaining to each and every policy This 
actuarial valuation of the company’s habihty under its policies, is then com- 
pared with the amount of Life Fund as ascertained from the financial records 
If the Life Fund exceeds the present liability on pobcies, the excess is termed 
a surplus and represents the true profit On the other hand, if the Liabibty 
exceeds the Life Fund, the difference is knoivn as deficiency and represents 
a loss 


Q 457. State briefly the important provisions of the Insurance 
Act, 1938 

A. 

EVIPORTANT PROVISIONS IN 'HIC INSURANCE ACT, 1938 
As modified upto 1st June 1950 

Amongst the several important provisions embodied m the new Act, the 
foUoivvig ivsy be jneufjcned . — 

(1) Compulsory registration of every company carrying on Insurance 
Busmess in India and obtainmg of a Certificate of Registration from the 
Controller of Insurance (Sec 3). 

(2) Requirement of a minimum working capital of at least Rs 50,000 
exclusive of the Deposit to be made on registration and preliminary expenses, 
for compames carrymg on Life Assurance busmess (Sec 6) 

(3) Deposits to be lodged with the Reserve Bank of India not only by 
Life Assurance Compames but also by compames carrj mg on Fire, Manne, 
Accident, ^\orkmen’s Compensation, Motor Car and any other Insurance 
busmess m India, as under- — 
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(a) For Life Business only . . 

(b) For Fire Business only . . 

(c) For Marine Business only 

(d) For Miscellaneous Insurance onlj' . . 

(e) For Life and any one of (b), (c) or (d) of 
which Rs. 2,00,000 shall be the Deposit for 
Life Insurance Business 

(f) For Life and any two of (b), (c) or (d) of 
which Rs. 2,00,000 shall be the Deposit for 
Life Insurance Business 

(g) For Life and (b), (c) and (d) of which 
Rs. 2,00,000 shall be the Deposit for Life 
Insurance Business 

(h) For any two of (b), (c) or (d) without Life 
Business 

(i) For (b), (c) and (d) without Life Business 

(j) Deleted. 


Rs. 

2,00,000 

1.50.000 

1.50.000 

1.50.000 


3,00,000 


4,00,000 

4.50.000 

2.50.000 

3.50.000 


The amount of such Deposit may be paid either in Cash or in Approved 
Securities estimated at the market value of the Securities on the day of 
Deposit, or partly in Cash and partly in Approved Securities so estimated 
(Sec. 7). 

(4) Where more than one class of Insurance Business is carried on, a 
separate account of the Receipts and Pajanents in respect of each such class 
of business will have to be maintained. 


IMiere the business includes Life Insurance, the receipts and pa\-ments 
in respect of Lue Business shall bo kept separate from all other receipts and 
pajTnents. The receipts in respect of such business shall fomr a separate 
fund to be called the Life Lisurance Fund the assets of which shall be kept 
distinct and separate from all other assets of the business, and the deposit 
made in respect of Life Iitsurance Business shall bo deemed to be a nart of 
the assets of such Fund. 

The Life Insurance Fund shall be the absolute security of the Life Policy- 
holders and shall not be liable for any contracts of the company other than 
that of Life Insurance Business. The Life Insurance Fund shall ako not be 
applied directly or indirectly for any purposes other than those- of the Life 
Insurance Business (See. 10). 

(5) Preparation of Revenue Accounts and Balance Sheets in respect of 
the different classes of Insurance Business at the end of each calendar year, 
in accordance with the New Regulations and Fonns as prescribed in the First, 
Second and Tiiird Schedules to the Act (Sec. 11). 
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The Forms for the preparation of Balance Sheet, Profit & Loss Account 
and Revenue Accounts, as embodied in tiie Act, under the First, Second and 
Third Schedules, are gi\ en under Q 458 

(6) The Annual Balance Sheet, Profit & Loss Accoimt, Revenue 
Accoimt and Profit & Loss Apprt^nation Account of every Insurance Com- 
pany shall be audited by a qualified Auditor (Sec. 12). 

(7) Every Life Insurance Comnany shall at least once m three years 
cause an mvestigation to be made by an Actuary into the financial condition 
of the Life Insurance Business including a Valuation of its habihties m respect 
thereto, and shall publish an abstract of the Report of the Actuary in con- 
formity with the requirements of the Act (Sec. 13). 

(8) The Forms of Certificates to be given by the Directors, the Auditors 
and the Actuary have been specified m the Regulations under the Act 

(9) Compulsory mamtenance of separate Register of Pohcyholders and 
Register of Claims m respect of every class of Insurance business (Sec. 14). 

(10) Filing of four copies of Audited Accounts and Statements with the 
Controller of Insurance is ithin six months from the end of the financial period 
(Sec. 15). 

(11) Furnishing the Controller of Insurance ivith a certified copy of 
every Report on the affairs of the Company soon after its submission to the 
members or pohcyholders of the Company (Sec. 18). 

(12) Furnishing to the ConfroUer of Insurance a certified copy of the 
mmutes of the proceedings of every General Meetmg, as entered m the 
Mmute Book of the Company, Nvithm 30 days from the holding of such meet- 
mg (See. 19). 

(13) Compubory investment of assets at all times representing the Com- 
pany’s habihties xn respect of Life Insurance Busmess, 25 per cent m Go\em- 
ment Securities, 25 per cent in Government or Approv’ed Securities, and the 
balance m Approved Iniestoents as specified in Section 27A (Sec. 27), 

(14) Funushmg the Controller of Insurance with a certified Statement 
enumerating the assets held mvested as required by Section 27 each year 
wuthm 31 dajs from the begmnmg of the year, and withm 15 days from the 
last day of March, June and September (Sec 28). 

(15) Prohibition of any Loan or temporary advance either on hypotheca- 
tion of prooerty or on personal security to any Director, Manager, Managing 
Agent, Actuary, Auditor or Officer of the Company except by vay of loans on 
Life Pohcies mthm their surrender value (Sec. 23). 

(16) The holding of all assets and mvestments m the name of the Com- 
pany, except in so far as they are required to be vested in trustees (Sec. 31), 
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(1/) Restriction on management of the Company by a Company or Firm, 
or on employment of any officer or manager or person v/hose remuneration 
tal:es the form of Commission or Bonus, or a share in the valuation surplus 
of Life Business, •within one year from the commencement of the Insurance 
(Amendment) Act, 1950 (Sec. 31A). 

(18) Power of Controller of Insurance to investigate the affairs of a Com- 
pany under certain circumstances (Sec. 33). 

(19) Authority to Central Government to direct the Controller to order 
the investigation into the affairs of any Insurance Company and the latter to 
report to the Central Government on the results of such investigation made 
(Sec. 33). 

(20) Employment of only licensed agents in future for procuring insur- 
ance business and the remuneration to be paid to them by wa\' of commission 
not to exceed the following percentages: — 

40/1 on First Year’s Premium in Life Business, 

5 % on Renewals, 

15% on Premium from any other business. 

In case of new Life Assurance Companies: — 

55% on First Year’s Premium, and 

6%' on Renewals during the first ten years of business (Sec. 40), 

(21) Limitation of expenses of management in Life Assurance Business, 
as also in General Assurance Business (Secs. 40B and 40C). 

(22) Proliibition of any rebate on premium being allowed in future by 
any canvassing agent to the insured (Sec. 41). 

(23) Regulations of emplojanent of Principal Agents, Chief Agents and 
Special Agents (Secs. 42B and 42C). 

(24) Compulsoiy maintenance by every Insurance Company of a Regis- 
ter of Licensed Insurance Agents employed by them giving full detafis as to 
their names, addresses, dates when appointed, and dates when appointment 
ceased (Sec. 43). 

(25) Compulsor\’ election on the Board of every Life Assurance Com- 
pany of not less tlran one-fourth of the whole number of Directors from the 
policyholders, after one year from the commencement of this Act (Sec. 4S). 

(26) Restriction on declaration of any dividend to shareholders or any 
bonus to policyholders by a Life Insurance Company, except oUl of a surplus 
asc'-ertained as a result of actuarial valuation (Sec, 49). 

Q. 458. Set out the Forms of Revenue Account, PTofit and Loss 
Account. Profit & Loss Appropriation Account -and Balance Sheet as 
prescribed by the Insurance Act, 193S. 
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A. 


FORM 

Form oj Revenue Account oppUcaWc 
REVENUE ACCOUNT OF 
IN RESPECT OF 


Business 

within 


Business I 
out of J 
India { 


TotaJ 


Claims under Policies (including prosision for claims due or 
imimaied) 1«* Re insuiances — 

By Death 
By Maturity 

AnniuUes lesi Re insurances 

Surrenders (including Surrenders of Bonus) less Re insurances 
Bonuses in Cash Uss Re insurances 
Bonuses in Reduction ot Premiums less Reinsurance 
Expenses of Management — 

1 (a) Commission to Insurance Agents (less that on 

Re insurances) 

(b) Allowances and Commission [oifaer than commit 
sion included in subitem (a) preceding] 

2 Salaries etc (ocher than to agents and (hose contained 

m Item No 1) I 

J Traselhng expenses 

4 Directors fees 

5 Auditors fees 
€ Medical fees 

7 Law chaiges 

8 Idiertisements 

9 Printing and Stalipnery 

10 Other expenses of management (accounts to be specified) 

11 Rents for ofTces belonging to and occupied by the 

imucer 

12 Rents of other offices occupied by the insurer 
Bad Debts 

United Kingdom Indian and Rorngn Taxes 
Other Expenditure (to be specified) 

Profit transferred to Profit and Loss Account 
Balance of Fund at ihe end of she year as shown in the . 
Balance Sheet 


Rs 
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BALANCE SHEET OF 


Life and Other 
Annuity Classes of 
Business Business ( 


Rs P Rs P { Rs. P 


Shareholders capital (each class to he slated separately) 


Called up 

shares of Rs each Rs 

Ltss Unpaid calls Rs 

Reserse or Contingency Accounts 
Imestmeni Resene Account 
Profit and Loss Appropriation Account Balance 

Balances of Funds and Accounts 
Life Insurance Fund — 

(i) Business in India 
(II) Business outside India 
Fire Insurance Business Account 
Marine Insurance Business Account 
Miscellaneous Insurance Business Account 
Other Accounts if any (to be specified) 

Pension or Superannuation Accounts 
Debenture Stock, per cent 
Loans and Adsances 
Bills payable 

EstimafKl Lsabihty in respect of outtiaoding dams nbether 
due or intimated 
Annuities due and unpaid 
Outstanding Dividends 

Amounts due to other Persons or Bodies carrying on 
Insurance Business 

Sundry Creditors (including outstanding and accruing e.x 
penses and taxes ) 

Other sums ouing by the Insurer (paTlicvIars to be giten) 
Contingent Liabilities (Co be specified) 


Carried mer Rs 



A. (The First Schedule). 
Balance Sheet. 
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... . 19 . 


Life and Other 1 

' Annuity Qasscsof 

! Business Business i 

(I) (21 ' 

‘ I 

Rs. P. Rs. P. 

Loan'-: 

On Mouga;zcs of properts \utliin the States 
On >ton"agC5 of properts outside the States 
On security of nuinicipat and oilier putihc rates 
On Stocks and Shares 

On Insurer's Policies iwthin their surrender \alue 
On personal security 

To Subsidiary Companies (other than Rcvcrsion.iri) 

Keicrsions and Life Interests ptirclia'ctl 
Loans on Rcicisions and Life Interests 
Dehentures and Pebetuure Stixks of Subsidiary Rcier- 
sionan Companies ... • 

Ottlinars Stocks and Shates of Subsidiary Rcser'ionary 
Companies 

I (lans to Subsidiary Rciersionarv Companies 
Jtne'stiiiciUs: 

Deposit tilth the Kesene Bank ol Inilia ('cturmcs to be 
rpccificd) 

Indian Goternnicnt Seciiruic' 

.State Goternmetit Securities 

British. British Colonial and Biitidi Dsuninion Gotem. 
niciit Securities 

roreign Goternnicnt Securities 
Indian >innicipal Scxunlies 
Bntish and Colonial Sectirittcc 
roreian Scctiriiics 

Bonds, Pehcninre.s. Slocks and other Scx'nntics whereon 
Interoi is j;narantc'cd by the Indian Goccnimcnt or a 
State Goceriimeni 

Bonds, ncbeiuiiic's, StOvk' and other Securities whereon 
Interest is guaranteed be the British or any Colonial 
Goeernment 

Bonds, llcbcntiues. Slock' and other Sccniilic-: wliercon 
Interest i' gi: inintectl h\ an\ lorcign Goeernmem 
Dclieninrcs of ant railwat in India 
Debentures of ant railway out of India 
Preference or guaranteed 'Shale's of anv railway in India 
Preference or ‘gu.irantccd sh.ires of any railway out of 
India 

Railtsat Osdui.'rt Stixks e-'' 'o India, (iil out of India , 

Otli'er Debcniutes ami Debenture Stock of Companies 
incoiyxiratexl (il in India, (iif out ol India .. ‘ 

Other guarantex'd and Ptefe-s-nre Mocks and Share.' of 
cc'tnpanics incc'rp"r.ite'd (i m Inc’ia. <iB out of Ineh'a 
Other Ordirart Stocks and Shares- of companies incorpo- 
t.itec! (tl in Irdn. iii’- out of India 
Hc'Iciinrs in s,;;,,;.!inrt Cotnprnie's Hoii'C property (i) in 
Indh. yiil e'tit ol India 


Total 

Rs. P. 
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FORM 
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A. — Contd. 
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period. Hie amount must appear at the net figure after deduction of the 
sums paid in respect of re-assurances 

Consideration for Annuities GranteiL — This item represents premiums 
received under “Annuity Policies” and these consist of smgle payments in 
return for N-ihich the company pays an annual sum either to the person 
assured or his nommee, from a specified date 

Interests, Dividends and Rents., — Hiis item should mclude not only all 
interest, dividend and rent received dunng the period, but also mterest on 
gJt-edged securities and rents from properties that may have accrued due 
vvithin the period of accounts Hie amounts should be shown at the gross 
figure and the mcome-tax deducted at the source should be shovm by way 
of deduction therefrom, the net amount appearing in the outer column 

Claims — ^Hiese have to be shown under two heads — “C laims by 
Death ’ and “Claims by Maturity” The first item relates to claims paid 
under whole life policies on the death of the assured, the second relates to 
claims paid under endowment policies There should be included under 
these heads not only the claims made and actually paid dunng the year, 
but even claims admitted or mtimated and not paid- 

Surrcnders.“These are cash payments made to p>obcyholders on their 
surrendering the policies to the Company The amount of the surrender 
value on any policy is always much less than the total premium paid thereon 
as the comoany would deduct a percentage for establishment charges and 
also for the nsk it had undertaken dunng the penod the policy was ir force 
Annuities. — ^Hus item represents the annual amounts paid by the Com- 
pany on annuitj policies 

Bonuses — ^These represent a portion of the profits distnbuted among 
policyholders and anply only to policies of assurance effected “with profits’ 
Hie bonus may take the shape of a cash payment to the policyholder, or it 
may be a Reversionarj Bonus which would mean that a certain sum is added 
to the value of the pohcy but it is payable on the matunty of the pohcy 
together with the ongmal sum assured. Hie bonus may also be apnhed m 
reduction of premiums Where a bonus is apphed m reduction of premium, 
the amount of bonus must be showu as an expenditure., and the ^oss amoimt 
of premium must be shown as mcome 

Expenses of Itlanagement. — Under this head would be mcluded all 
administration and establishment expenses meurred durmg the year, whether 
paid or outstandmg Each item of payment must be stated separately under 
its distinct sub-headmg as mdicated in the prescribed Form 

Life Assurance Fund at the end of the year. — This amoimt h“lps to 
balance the Revenue Account It is made up of the Life Fund at the com- 
mencement of the period, plus income less expenditure for the period In 
fact it represents a surplus available for meetmg the net liabihty of the Com- 
pany on the policies existmg at the end of the financial penod This balance 
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is carried forward to next year’s books, and forms the opening Ldfe Fund 
of the succeeding period. 

Q. 460. Briefly explain the nature of the following iterns 
appearing in the Balance Sheet of a Life Assurance Company: — 

(a) Claims admitted, or intimated, but not paid, 

(b) Agents’ Balances, 

(c) Outstanding premiums, 

(d) Outstanding Interest, and 

(e) Interest accrued hut not payable. 

A. (a) Claims Admitted or Intimated, but not paid. — Tliis is a liability 
and represents claims notified to the Company but not paid and, therefore, 
outstanding. All such outstanding claims at the end of each financial period 
are ascertained and brought into account by moans of Joui'nal Entry debiting 
Claims Account and crediting Outstanding Claims Account. 

(b) Agents’ Balances. — Tliis item represents the amounts . due by the 
Agents in respect of premiums collected by them. \’i’hile including the total 
amount duo by the Agents at the gross figure, the coiTesponding liability in 
respect of the commission due to the agents and not paid should also be 
brought into account. 

(c) Outstanding Premium. — Under this heading will be included only 
such instances of premium as have actually become duo within the financial 
period. \Mnle bringing such • outstanding premiums into account, re- 
assurances, if any payable, should be deducted and the not amount should 
be shovm as an asset. The liability in respect of Commission due to agents 
on these outstanding premiums should not be lost sight of. 

(d) Outstanding Interest. — ^This item represents interest ns has actually 
become due and payable before the date of tlie financial close and not received. 

(e) Interest Accrued but not Payable. — ^Tliis item represents the propor- 
tion of interest on gilt-edged Securities that has accrued duo from the last 
due date of pa 3 anent to the date of the Balance Sheet. 

Q. 461. What particular points need he remembered m con- 
nection with the Revenue Account, Profit and Loss Account and 
Balance Sheet of an Insurance Company? 

A. (1) Tile Prescribed Revenue Account of an Insurance Company 
contains the items of income or gains on the debit side and the c.Npcn.scs and 
losses on the credit side, as opposed to the goheral rule of 'Dook-keeping in 
connection with all other concerns. 

(2) Wliere more than one class of business is conducted, there should 
be a separate Revenue Account for each class of busino.ss. 

(3) Tlic Profits derived from Fire, Itlnrine or anj' cla.-.s of Insurance 
other than Life Assurance can be ascertained from year tvi year, hy .-citing 
against the income received during the period the amount of claims and 
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expenses, and reserving a percentage of the annual premiums (40% m first 
class concerns) to provide for unexpired nsKs 

(4) The profits or losses of the several departments are then aggregated 
on another account styled Profit and Lo^ Account which ako must 
show profits on the debit or left hand side and losses on the right hand or 
credit side 

(5) Where a Company carries on any other Insurance busmess besides 
that of Life, there should be a separate Balance Sheet of the Life Assets and 
Liabilities so as to clearly mdicate how the Life Fund stands invested, and 
another Balance Sheet to embody all other assets, liabihties on funds 

(6) In case of a valuation year, the Investments and Securities of the 
Life Department must be valued at market pnce if the same is below cost 

Q 462 From the following figures for the year ended 
31st December 1966 prepare Final Accounts of the National Life 
Assurance Co , Ltd 


Claims by death (paid) 

Matunty (paid) 

Premiums Received 

Bonus and Reduction of Premiums 

Agents and Canvassers Allowances 

Salaries 

Travelling Expenses 
Directors Fees 
Auditors Fees 
Medical Fees 
Commission 

Income>tax on Interest on Dividend 

Law Charges 

Advertising 

Printing and Stationery 
Postage and Telegrams 
General Charges 
Surrenders 

Re-Assurance Premium 
Interest and Dividends 
Policy Renewal and Assignment Fees 
Life Assurance Fund (1 1 1966) 

Share Capital — 5 000 Shares of Rs iOO each fuhy paid 
Investments — 

3i per cent Government Paper deposited with 
Comptroller General 

4 per cent 1960/70 Loan 

5 per cent Bonds 

5i per cent Indian War Bonds 

4 per cent BPT Bonds 

5 per cent Bombay Municipal Bonds 
Furniture and Fixtures 

Agents Balances 

Cash at the Imperial Bank 

Cash at Office 

Loans on Company s Policies 
Annuities 

Considerations for Annuities granted 
Unpaid Dividends 
Investment Fluctuation Fund 
Mortgage on Freehold Property in India 
Sundry Creditors 


Rs 

3 36 000 
2 20 000 


35 000 
30 000 


2 00 000 
20 00 000 
10 00 000 
5 00 000 
3 00 000 
2 00 000 
10 000 
40 000 
15 ODO 
3 500 
55 000 
30 OOO 


10 00 000 


Rs 


22 10 650 


2 70 000 
1700 
26 85 000 
5 00 000 


75 OOO 
12 000 
5 70 000 

17 500 


63 41 850 


Rs 63 41 850 
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The following adjustments are necessary-, and you are required to incor- 
porate these: — 


Outstanding Premium 
Claims Outstanding: — 

By Death 
'Ey Maturity 

Commission due to Agents 
Allowances due to Agents 
Interest Outstanding 
Less Income-tax 

Interest accimed but not payable 
Less Income-tax 


15.000 

12.000 


14,700 

1,500 


Rs. 

21,000 


27,000 

8,000 

1,700 


13,200 


Depreciate Fixtures and Fittings by 5%. 

Provide Rs. 20,000 for Investment Fluctuation Fund. 

THE NATIONAL LIFE ASSURANCE CO. LIMITED 
REVENUE ACCOUNT 
For the year ended 31st December 1966 



' Rs. 



i Rs. 


Rs. 1 


Rs. 

\ 

Claims and outstanding : — 


Life .^surance Fund, 1-1-1 

1966 

26,S5,OCO 

By Death 

3,53,000 

Premiums 

22,31,650 

I 

) 

By Maturity 

2,32,000 

Less Rc-assurance 


1 


5,85.000; 

Premium 

30,000 


Surrenders 

35,000 



22.01,650 

Bonus in Reduction of Premiums . . 3,000; 

Consideration for Annuities 



Annuities 

. . 30,000 

granted 


i 75,000 

Management Expenses : — 

Rs. 

Interest and Dividend 

2,93,206' 


Commission 

2,18,000 

Less Income-tax thereon 

0,950 


Agents’ and Canvassers’ 




, 2,86,250 

Allowances 

20.700 

Policy Renewal and 



Salaries 

45,000 

Assignment Fees 


1,700 


Travelling Expenses 
Directors’ fees 
Auditors’ Fees 
Medical Fees 
Law Charges 
Advertising 
Printing and Stationerj 
Postage and Telegrams 
General Charges 


3.67,300 

500 

20,0011 


Depreciation on Furniture .. 5< 

ins estment Fluctuation Fund .. 20,Ci 

Life Assurance Fund at the end of 
the \-ear ■ • 42,08.$' 


Rs. 52.49,( 


Rs. 52,49,660 
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THE NATIONAL LIFE ASSURAI/CE CO LIMITED 
BALANCE SHEET 
As at 31st December 1966 


LtabilUies 

Rs 

Assets 

i 

t 

Rs 

Life Assurance Fund 

42/13 80C 

Mortgage on Freehold Property in 


Oaims admitted or ratimated but 


1 India 


1000000 


2700C 



Share Capital — 


sorreoder values 


55000 



Investments — 




I 50000( 

35 % Government Paper 



Investment Fluctuation Fund 

1 5^oa 

deposited with Comp- 

Rs 


Sundry Creditors 

' 27.20d 

iroHer-General 

200 COO 


Unpaid Dividends 

1 ]200( 

4% I960n0 Loan 

2000000 




10 00000 




5% Indian War Bonds 

5 00 000 




4% BPT Bonds 

5% Bombay hfunicipal 

300 6C0 




Bonds 

200000 

t200000 







Agents Balances 


40000 



Furniture and Fixtures 


9500 


1 

Outstanding Preroiuros 


21000 



Interest Ouuiandinz 


13.200 



1 Interest accrued but not payable 

7 800 



Cash — 

Rs 





15 000 




In hand 

3^00 

18400 





Rs. 

{53 65 COO 


Rs. 

5365000 
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Q 463 Prepare Revenue Accounts, Pro^f and Loss Account, 
and Balance Sheet as at 31st December 1966 from the following 
figures of the AlL/ndui Insurance Co , Ltd 


Fire Department — 

Premiums 

Claims paid and Outstanding 
Commission 

Expenses of Management 
Employers Liability Department — 
Premiums 

Claims paid and Outstanding 
Commission 

Expenses of Management 
Aiarme Department — 

Premiums 

Claims paid and Outstanding 
Commission 

Expcli'es of Management 
Accident Department — 

Premiums 

Claims paid and Outstanding 
Commission 

Expenses of Management 
Share Capital 

Claims admitted but not paid 
Cash at Bank 
Mortgage on Properties 


Rs Rs 


140 OOO 
21400 
1 13 800 


3 81 600 


8.92 400 

1 52 400 
90 000 
3 01 900 


1415 800 
3 02 400 
8 61900 


36 02 800 


52 000 


12 400 

12 31 500 
9 01 400 

1 60 000 
15 00 000 
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Cash in .hand 

Indian Gov^ernment Securities 
Foreign Government „ 

Agents’ Balances 
Sundrj' Debtors . . 

Investment Fluctuation Fund 
Amounts due to other companies 
Sundry Creditors 

Depreciation in value of Securities 
Fire Department Fund. 1-1-1966 
Employers’ Liability Department Fund, 1-1 
Marine Department Fund, 1-1-1966 
Accident Department Fund. I-1-I966 
Profit & Loss Account. Balance. 1-1-1966 
Interest and Dividends 
Furniture and Fittings 
Outstanding Interest 
Directors’ and Auditors’ Fees . . 


1966 


Rs. 

2.900 

10,05J200 

15.02.900 

12.62.900 

21,000 


1.22.-100 


15.000 

12.000 
10,000 


Rs. 


3.37.400 
80.000 

41.000 

1.04.200 

2.62.400 

6.21.400 

10.000 
2,92,800 
2,90,000 


Rs. 


91.00.900 


91.00.900 


You are required to maintain a Reserve for une.Kpired Risks at 40““^ of 
the Premium Income, in each of the Departments. 


A. - 

THE ALL-ISDIA IXSURAXCE COMPANY. LTD.— FIRE DEPARTMENT 

REVENUE ACCOUNT 


For the 1/ear ended 31s£ December 1966 




! 

j Rs. 

To Fire Fund at tnc beginning of the 
year 

„ Premiums 

1 1,04,200 
3,81,600 

1 

1 

1 

By Claims paid and outstanding . . | 1,40.000 

„ Commission ..i 21,400 

„ E.\pcnscs of Management .. 1,13,800 

„ Resers’S for Unc-xpired Risks — 

40^;^ of the Premium Income 1,52 640 

„ Profit and Loss Account — Transfer ^ 57,960 


Rs. 

j 4,S5,SC0 

Rs. j 4,85,800 




— - 


EMPLOYERS' LIABILITY DEPARTMENT 
REVENUE ACCOUAT 
For the year ended 31st December 1966 



' Rs. 


Rs. 

To Employers' Liabilit> Fund at the 
commencement of she year 
„ Premiums 

• 2.62.4C0 

8,92,400 

1 

By Claims paid and outstanding 
, „ Commission 
„ Expenses of Management 
„ Reserve for Uncxpired Risks — 

•i0% of the Premium Income . . 
,, Profit and Loss Account— Transfer 

1,52,400 

90,000 

3,01,900 

3,56.9«) 

2,53,540 

Rs. 

11,54,800' 

1 

Rs. 

1 

1 144 .SCO 
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MARWE DEPARTMENT 
REVENtJE ACCOUNT 
For the year ended 31<t December 1966 


To Marine Fund at the 
ment of the year 
„ Premiums 

commence- 


By Oaims paid and outstanding 
„ Conmiission 
. Expenses of Management 
„ Reserve for Unexpired Risks— 
40% of Premium Income 
n Profit and Loss Account — Transfer 

1 

Rs 

14,15.800 

3,02,400 

8,61,900 

14,41,120 

2,02,980 


Rs. 

42,24,200 

Rs 

42,24,200 

^ ACCIDENT DEPARTMENT 

REVENUE ACCOUNT 

For the year ended 31st December 1966 



Rs. 


Rs. 

To Accident Fund at 
ment of the year 
>, Premiums 

commence- 

10000 

52.COO 

By Qaims paid and outstanding 
n Commission 
„ Expenses of Management 
„ Reserve for Unexpired Risks— 

40% of Premium Income 
„ Profit and Loss Account— Transfer 

4.800 

9.800 
12,400 

20,800 

14,200 


Rs. 

62.000 

Rs. 

62,000 


PROFIT & LOSS ACCOUNT 
For the year end^d 3l5t December 1966 


To Balaoc$ from last year 
M Interest and Dividends 
I, Profit transferred — 

Fire Department 
Employers' Liability 
Department 
Marine Department 
Accident Department . 


Rs. 

37^60 

2,53,540 

2,02,980 

14,200 


A By Depreciation on Securities 
1 „ Directors* and Auditors* Fees 
! „ Balance carried to Balance Sheet . 


BALANCE SHEET 
As flt 31rt December 1S66 


Capilat and Llabihlus 

Rs. 

Assets 

Rs 


12,31,50c 

Mortgages on Properties 

15,00,000 


9,01, 40C 

Investments — 



3;37>t0( 

Indian Government Securities 



80d)OC 

Foreign Government Securities 




Agents* Balances 



9J9fi8t 

Sundry Debtors 



1.52.64( 

Furniture and Fillings 




Outstanding Interest 



14,41J2( 

Oish at Bank 


Accident Fund 

20,800 

Casta at Office 


Rs. 

55.41,900 

K, 

|35,41,900 
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ACCOUNTS OF LIQUroATORS Am HOLDING CO^IPANIES 

Q. 464. How does a Statement of Affairs as prepared in a 
Compulsory Liquidation differ from that prepared in Bankruptcy? 

A. The Statement of Affairs in Compulsorj’’ Liquidation is prepared 
on the same lines as the Statement of Affairs in Bankruptcy. The former is, 
ho%vever, divided into two parts, the first part showing the position of affairs 
as regards the Creditors, and the second part showing the position as regards 
Contributories. The (English) Companies Act, 1929, prescribes the form of 
Statement of Affairs, but there is no such form prescribed by the Companies 
Act, 1956. 

The following further points should be noted while preparing a State- 
ment of Affairs in Liquidation: — 

(1) VTiere there are Debenture-holders having a floating charge over 
the assets of the Company, they are not shown as secured creditors under 
List B, but are shown in the inner column on the liabilities side, and are 
deducted from the assets left after deducting the Pi'eferential Creditors. 

(2) The Calls in Arrears are treated as an asset to the extent of the 
amount expected to be realised. 

(3) Capital not called up is not shown as an asset, but is shown as a 
note at the foot of the Statement of Affairs. 

(4) The Deficiency as shown by the first part of the Statement of Affairs 
as regards creditors is transferred to the second part of the Statement as 
regards contributories. To this amount w'ill be added the amount of Capital 
paid-up, tind the total will represent the total Deficiency to be accounted for. 

The Preferential Creditors as per the (English) Companies Act (1929) 
are the same as in Bankruptcy, but those imder the Companies Act, 
1956, given below differ from the Preferential Creditors in Indian 
Insolvencies: — 

(1) All rates and taxes due to the Governments or Local Aulhoritie.s. 

(2) Salaiw of any clerk or servant in respect of seiwices rendered during 
two months next before the commencement of winding-up, not exceeding 
Rs. 1,000 for each such clerk or seiwant. 

(3) Wages due to any labourer in respect of seiwices rendered within 
two month.s ne.xt before the commencement of winding-up. not exceeding 
Rs. 500 for each such labourer. 
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Q 465 From the foUotmng particulars extracted from the 
Boohs of the Paper-Castles Company, Limited, on 30th November 
1966 on which date the Wmding-up Order loas made, prepare a 
Statement of Affairs (1) as regards Creditors, and (2) as regards 
Contributories — 


Unsecured Creditors 
Sterling Bank Ltd Overdrait 
Bills Receivable in hand 

Buis Receivable discounted £6 000 of which one Bill for £1 500 is 
known to be bad 
Bills payable 
Book Debts (Good) 

(Doubtful estimated to produce 10/ m the £) 

(Bad) 

Cash in hand 

Stock in Trade (estimated to produce £6 000) 

Machinery and Tools (estimated to produce £300) 

Land and Buildings (estimated to produce £15 000) 

Share Capital — 

30 000 Ordinary Shares of £l each 10/- paid up 
30 000 6 pc Pref Shares of £1 each fully paid 
6 p c Mortgage Debentures secured by a floating charge over 
the assets of the Company exclusive of uncalled Capital 
(Interest paid to 30tb September 1066) 

Creditors fully secured (Value of Securities £5 250) 

Creditors partly »ecured (Value of Securities £1 500) 

Preferential Creditors for Rates Taxes Wages etc 


£ 

10 500 
1500 
2 250 


15 000 
1 500 
1050 
900 
15 
7 500 
750 
22 500 

15 000 
30 000 


22 500 
4 500 
3 000 


A l^oT Statement o/ A#airs as regards Creditors see next pa^e] 


(2) As regards Contributories 


£ 


Capital issued and allotted viz 
30000 Ordinary Sbares of 
£1 each 10/ per share 
called up 1} 000 

30000 6% Pref Shares of 
£1 each fully paid 30 OOO 

Add Deflcieocy to meet liabilities as 
above 


£ 


£ 




Total Defic eocy as explamtd in 
Slatemeot (0) 

72,285 

4} 000 



27285 



72,285 

£ 

72,285 


Q 466 In aVoluntary Liquidation, what accounts are required 
to be prepared by the Liquidator^ 

A If a Voluntary Winding up is not concluded within one year after 
its commencement, the Liquidator has to make up a statement of account 
showmg how the wmding up has been conducted, and m particular showmg 
the receipts from realisation of assets, and payments made thereout This 
statement of account mtist be laid before a meeting of contnbutones held at 
the end of the first year and subsequently every year, and it must also be 
filed ivith the Registrar of Joint Stock Companies at such intervals, as may be 
prescribed 
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q„<.-33 


i 


Unscciircil crcilitors subject to cost of Iiquul.ition. . 2,715 

nstinialcd deficiency of assets to meet the Liabilities , 
of the company subject to cost of litiuidation . . ' 27,2SS 
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Q. 467. In what order should the Liquidator distribute the 
assets realised in a Windtng~up^ 

A. The Liquidator m Wmdmg-up should distnbute the assets realised 
strictly in the following order — 

(1) In paying the secured creditors out of the proceeds of their securities 

(2) In paying costs of liquidation including the Liquidators own remu- 
neration 

(3) In paying Preferential Creditors 

(4) In paying Debenture-holders having a floating charge 

(5) In paymg Unsecured Creditors 

(6) The surplus, if any, to be distributed amongst the contributories 
according to their respective rights and interests 

Q, 468. In a Voluntary Liquidation where there is a surplus 
after payment of all the liabilities, how should such surplus be dealt 
with by the Liquidator'^ 

A In the event of a surplus remaining after all expenses and liabilities 
have been paid, such surplus must be distributed amongst the members of 
the Company according to their nghts and interests in the property and 
profits of the company as laid down m the Memorandum and Articles of 
Association of the Company 

^Vhere there are several classes of shares, shares having preference as to 
return of Capital should be paid off first before anything is returned to the 
Ordinary Shareholders If the surplus is not sufficient to pay off the whole of 
the Preference Shareholders having preferences as to repayment of Capital, 
and if the Ordinary Shares are partly called up, the Liquidator wdl have to 
make a call on the Ordinary Shareholders, and the proceeds of the Call will 
be utilised in returning the Capital to Preference Shareholders If there are 
no Shares with preferential rights as to return of Capital, the whole surplus 
after oayment of expenses and liabilities, should be distributed pro rata 
amongst all the shareholders 

In distributing the surplus pro rata amongst the members of the same 
class, the Liquidator should see that proper adjustments are made between 
the shares which are fully paid and those which are only partly paid In such 
cases, it may become necessary to make a call on those shareholders whose 
shares are only partly paid, so that the amount contributed by the Share- 
holders in the same class may be equal amongst themselves 

After repayment of the whole Capital to all the shareholders, if there 
still remains a surplus, the distribution of the same wdl depend upon the 
nature of the surplus and the rights of the members under the Memorandum 
and Articles of Association There have been many conflicting decisions on 
this pomt, and no hard and fast niles can be laid down in the matter Each 
case will have to be decided upon its own merits, and much will depend upon 
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iMotc — ^The holders of 10,000 Ordinary Shares on which calls have 
been received in advance, will he returned Bs 2 per share more than on the 
other shares 

Q 470 A Limited Company went into voluntary liquidation 
with habihties amounting to Rs 30 000 and assets which eventually 
realised Rs 1,80,000 The Capital of the Company consisted of 
10,000 preference shares of Rs 10 each of which Rs 7 per share was 
called and paid up The holders of 8,000 shares had, however, paid 
up the full Rs 10 tn advance of calls fThere uere also 10,000 ordi- 
nary shares of Rs 10 each on which Rs 9 per share had been called 
Holders of 2,000 shares hadj however, only paid Rs 8 per share while 
holders of 4,0QQ shares had paid up the full Rs 10 tn advance of calls 
The Preference Shares have no pnonty in regard to refund of Capital 
Show how the Liquidator will divide the available balance amongst 
the sho'^cholders assuming that the cost of winding-up amounted to 
Rs 4,000 and that Calls in arrears were duly collected 


A LIQUIDATORS RECEIPTS AND PAYMENTS ACCOUNT 



, Rs 


Rs 


ll 80000 

By Costs ©f WmdiDg up 

4000 

^llsiaarfeatsoiiOrdiaarySbtr«i 


» Paymeat of Liabilities 1 

30 000 







Preference Stares 

24000 




4000 



„ Balance c/a . 

120000 



Rs 1 

182 COO 


182000 



1 


By lOOOO Ordinary Shares at Rs 2 i 



1201)00 

l>er share 

20000 



JOOOO Preference Shares at Rs 5 




per share 

50 000 



„ 10000 Ordinary Shares at Rs 5 




per share 

50 000 

Rs ' 

1 

1,20000 

Rs 

120 000 


Note -—As Hs 9 per share have been called on Ordinary Shares and 
only Rs 7 on Preference Shares, and as the Preference Shares have no priority 
-oL^fund, the Ordinary Shareholders must he paid first an amount to bring 
hem on a par with the Preference Shareholders, the balance will then be 
hstnbuted equally between Preference and Ordinary Shareholders, hs there 
are 10,000 shares of each class 

Q 471 Define a Holding Company, and enumerate the objects 
and advantages of such a company ' 

A. A Holding Company is one which holds shares m another com 
pany either directly or indirectly thxou^ a nominee so as to exercise a con 
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BANK ACCOUNTS 

Q. 479. What does the husiness of a Bank consist oj? 

A. The business of a Bank consists of;~ 

1. Conducting Current Accounts of private individuals or firms and 
other trading enterprises. 

2. Receiving Money on deposit. 

3. Collecting dmdends and interest on customers’ Securities. 

4. Holding shares, securities, deeds, etc, of customers in Safe Custody. 

5. Alloving overdrafts and Loans on Negotiable Securities. 

6. Buying and Selling Shares, Stocks and Securities on be’naif of 
customers. 

7. Discounting Bills of Exchange. 

S. Issuing circular notes and letters of credit. 

Q. 480. Holo does a })anker derive his profit? 

A. The profit of a banker is derived from the following sources: — 

(a) From Interests on Overdrafts and Loans granted to customers. 

(b) By judicious utilization of surplus balances on customers’ accounts 
and other funds on hand. 

(c) From discounts earned on Bills of Exchange bought before due 
date. 

(d) From interest on gilt-edged securities held by him. 

(c) From commissions and discounts cliarged to customers. 

(f) By making a charge where the Customers’ balance on current 
accounts falls below a certain amount. 

Note: — ^Tlie chief source of revenue of a Bank is derived by lending 
tlie money received on fixed deposits at a higher rate of interest than what 
it allows to its customers. 

Q. 481. What is the distinction between a Bank Current 
Account and a Bank Deposit Account? 

A. Current Account is a running account between a customer and his 
banker, in which the fonner daily puts in his cheques and cash and from 
which ho witlidraws by means of cheques whenever he likes. The usual 
practice of banks is to require a certain minimum balance to be maintained 
on a Current Account. Interest at rates varj-ing from J to 2''" L allowed 
on the daily balance and credited to the cu.stomer at periodical intcn.-als. A 
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certain rate of interest is charged by some banks when the balance falls short 
of the agreed amount 

A Bank Deposit Account is where a lump sum of money is deposited 
with the banker for a defimte period and carries an agreed rate of mterest 
This IS generally known as a Fixed Deposit, and the amount thus lodged 
cannot be withdrawn before the ei^iry of the penod agreed upon The 
amounts placed with the bankers as Fixed Deposits can be utilised by him 
to advantage, as they cannot be withdrawn at the customer’s choice, and 
under the circumstance, they carry a higher rate of mterest than can be 
allowed on Current Accounts which can be drawn upon by customers as and 
when they like 

Q. 482. How does a Loan differ from an Overdraft"^ 

A. When a Loan is granted by a banker, the whole amount is placed 
at the disposal of the customer, and mterest at an agreed rate is charged 
thereon from the date of the loan 

In case of an Overdraft, a current account of the customer is supposed 
to have existed, and by arrangement the customer is allowed to draw to an 
agreed extent beyond the credit balance of his Current Account Intere t, 
m this case, is charged on daily balance 

Q. 483. What Books of Account are employed hy Banks to 
record their transactions'^ 

A. As the pnncipal transactions of banks involve the receipt or pay- 
ment of money, the system of book-keepmg used resolves itself into an elabo- 
rate analysis of cash transactions The receipts consist of com, treasury or 
bank notes, cheques, etc paid mto current or deposit accounts, commissions 
and interest earned, etc , while the payments mclude amounts paid out of 
current or deposits accounts, loans, mterest to customers and general expenses 
of management, m addition to receipts and payments of cash over the counter, 
dealmgs in Bills of Exchange and Cleanng House transactions have also to 
be brought into record 

The foUowmg are the usual Books employed by Banks to record their 
transactions — 

(1) Receiving Cashier’s Cash Books. — ^These are kept by the receivmg 
cashier who records all cash, notes, cheques, etc received over the counter 
The entries are made from the paymg-m-sbps received along witli the moneys 

(2) Received Waste Book.-lThis book analyses the daily total receipts 
It also contains a detailed analysis of cheques received under vanous headings 
for clearmg purposes 

(3) Paying Cashier’s Cash Books— Three record the Cash and notes 
paid over the counter on presentation of cheques 



